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ATFC Mission Statement

Town Meeting is a centuries-old practice but yet a modern forum for local government legislation in New
England.  Alocal Finance Committee, by tradition and statute, is a select group of citizens that advise each
Town Meeting on the pro b i t y, practicality and value of any of the matters before the Meeting.  The
Association of Town Finance Committees is a statewide Massachusetts organization dedicated to enhanc-
ing the role of finance committees in local government through professional standards, education pro-
grams and inter- Town networking.

The ATFC maintains and publishes The Finance Committee Handbook, organizes at least two annual edu-
cational and professional meetings for finance committee members, and provides through its aff i l i a t i o n
with the Massachusetts Municipal Association an avenue for member towns and their committee mem-
bers to influence state government policy that affect local cities and towns. The ATFC Board is the elected
body chartered with implementing the mission of the ATFC for the membership, in association with
M M As t a ff.  The Advisory Committee is appointed by the Board from amongst the membership, and
advises the Board on the interests and needs of the broader ATFC membership. 

F o r w a r d
The Association of Town Finance Committees (ATFC) is pleased to present the updated Finance
Committee Handbook. This handbook is written for both new and veteran finance and capital planning
committee members. 

This handbook is a compilation of efforts of a fine group of volunteers like yourself. Experts in municipal
law and finance including, accountants, auditors, tre a s u rers, finance directors, administrators, attorneys,
educators, bankers, state officials and finance committee members have freely given of their time, knowl-
edge and experience to write this updated re f e rence book. It is our hope that this handbook will help you
as you assist your towns. We very much want to hear your comments and suggestions for the future .

R e s p e c t f u l l y,

Update Editorial Board 

Sandy Jacques, Elaine Kelly

Denise Baker

Handbook Coord i n a t o r
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Introduction

Towns in Massachusetts originated from the earli-
est settlements in our country. The Pilgrims came
to Massachusetts Bay in the early seventeenth cen-
t u r y, and the meetings and decisions of the men in
these settlements developed over time into the for-
mal legislative body known later as town meeting.
As issues became somewhat more complex and
the settlers became preoccupied with other life
sustaining pursuits, a few Freemen were “select-
ed” to make necessary decisions between town
meetings (these individuals later became known as
selectmen). Other town positions and re s p o n s i b i l i-
ties also evolved from the very character of colo-
nial settlement life. In addition to selectmen, the
positions of constable, pound keeper and fence
viewer were prominent in the early Massachusetts
town governments.

Over 200 towns were officially settled prior to the
adoption of the Massachusetts Constitution of
1780. Curiously, no mention was specifically made
of towns in the constitution.  However, in 1785, the
Massachusetts General Court formally confirmed
the boundary lines of every town in the
Commonwealth. The legislature also determined
that these towns should continue to be corporate
bodies, retaining all  powers they had exerc i s e d
until that time, and subject to all duties for which
they had previously been  liable.  It was not until
1821 that towns became populated enough to
merit the consideration of a separate form  of gov-
ernment.  In that year, Boston became a city.
To d a y, over  300 of the  351 municipalities re m a i n
incorporated as towns, retaining  the basic institu-
tions of selectmen and town meeting  that were
c reated over three centuries ago.

Organization and Authority of To w n s

Massachusetts’ local governments exist at the dis-
c retion of Massachusetts state government. The
l e g i s l a t u re has the authority to incorporate or dis-

solve cities and towns as corporate entities and to
m e rge or consolidate them. In the United States,
political subdivisions of states have never been
c o n s i d e red sovereign entities, but rather as subor-
dinate instrumentalities created by the states.
These municipalities (and counties) assist the
states in carrying out their governmental func-
tions. The Home Rule Amendment passed by the
Massachusetts General Court in 1966 re c o g n i z e d
the long standing tradition of independent town s,
formally granting municipalities the right of self-
government in local affairs. Article 89 of the
Articles of Amendment of the State Constitution
and the Home Rule Pro c e d u res Act (Chapter 43B
M.G.L)  granted cities and towns the authority to
adopt, amend or repeal local ordinances or bylaws
and to exercise any power or function which the
General Court has power to confer upon them so
long as that authority is not inconsistent with the
constitution or laws enacted by the Massachusetts
L e g i s l a t u re .

While most towns possess a board of selectmen
and a town meeting, the diff e rences in the org a n i-
zational stru c t u re of towns varies widely. A p a t c h-
work of state laws exist that enable towns to cre a t e
various official positions and bodies to carry out
governmental functions. In recent years, the need
for towns to function in a highly complex setting
under intense fiscal constraints has resulted in a
reduction in the role of part-time elected or
appointed bodies. Full-time professional adminis-
trators and department managers are now widely
used in Massachusetts local government.

Despite the variations in organizational stru c t u re
t h roughout town government, there are thre e
essential organizational forms:

• decentralized, with limited authority delegat-
ed by the board of selectmen to professional
staff or in some cases an executive secretary;

• moderately centralized, with legal authority dele-
gated by the board of selectmen to a town

TOWNS AND TOWN
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administrator or executive secretary; and 

• highly centralized, with legal authority vested
in a town manager or town administrator.

Operation of Present Day To w n s
To d a y, the operation of municipal government is
not unlike a large enterprise providing services to
its clients. Atown must deal with labor issues,
technological advances in computers and commu-
nications, investments and financial controls, as
well as maintenance and replacement of its capital
assets. Towns must also accomplish all of this
under the scrutiny of the public.

Residents may be compared to a business’ stock-
holders. In many towns, resident participation is
actively sought. The open meeting and freedom of
information laws, combined with an aggre s s i v e
local print media and cable television public
access, make the workings of local government
widely accessible. In addition, most operation of
local government is regulated in some way by the
federal and/or state government. As a re s u l t ,
municipal government tends to be “public” in
every sense of the word. 

In all towns, a town meeting convenes each spring
to appropriate funds and consider all local bylaws.
As local government has become more complex,
l a rger towns have adopted a re p resentative form
of town meeting, with members elected by
p recinct or districts. No matter what form of local
government a municipality utilizes, its citizens are
an essential part of the organization, serving as the
town’s legislative body or on various advisory or
regulatory boards (some “towns” are essentially
cities operating with a mayor or manager and
c o u n c i l ) .

Public education has always dominated the priori-
ties and re s o u rces of Massachusetts’ town s. A l l
towns also regulate uses of land, construction of
buildings, preparation and sale of food, and park-
ing and traffic on their roadways. Other basic pro-
grams and services include roads, trash collection,
water and sewer, police and fire protection, emer-
gency medical services, libraries and cemeteries.

Many towns also provide comprehensive re c re-
ational and social services. 

The Structure of Town Government

It is unlikely that any two Massachusetts town gov-
ernments have identical organizational stru c t u re s .
This is because towns evolve unique values, needs
and expectations re g a rding local government and
its services. Further, state law allows towns to tailor
the components of their organization to their own
particular needs. It is also worth noting that the
variety of structural options available to municipali-
ties was greatly expanded in 1966, when
Massachusetts adopted the Home Rule
Amendment to the state constitution, granting new
powers of self-determination to cities and towns.

In all three organizational models sketched above,
complete legislative authority rests with town meet-
ing. Regardless of the degree to which a town cen-
tralizes or decentralizes its stru c t u re, there will con-
tinue to be a number of independently elected off i-
cials, boards, and commissions. Chapter 41, Section
1B and Chapter 39 Section 14  M.G.L. re q u i res that
selectmen, the school committee and the moderator
be elected dire c t l y. The selectmen typically re t a i n
the authority for certain appointments, such as
b o a rd of appeals, historic district commissions,
commissioners of trust funds as well as various ad
hoc committees. Even in the most highly central-
ized municipal governments, there is a tendency to
d i rectly elect other boards and commissions, e.g.
planning boards, housing authorities.

Ultimately each town has the discretion to cre a t e
an organization that reflects its history, traditions,
values and needs. Regardless of the re g u l a t i v e
model chosen, it is important to realize that gov-
ernmental management — both today and in the
f u t u re — re q u i res the presence of some form of
p rofessional management.

Town Charters

Since the adoption of the Home Rule A m e n d m e n t
to the Massachusetts Constitution, towns have
e x e rcised their right to self-government in formu-
lating their administrative stru c t u re. This has
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allowed towns to adopt their own formal charter,
which is a local government’s constitution, or an
informal charter, otherwise known as a legal base.
Each structural package governs how a given
town operates.

A charter may set forth a municipality’s type of
legislative body, determine which officials are
elected and appointed and establish pro c e d u re s
for the operation of town government. A legal base
p rovides the same outline of a town’s government,
but does so through a compilation of administra-
tive bylaws, special acts and accepted state
s t a t u t e s .

Legislative Authority
The legislative authority of a town rests with town
meeting. Several towns have adopted charters cre-
ating town councils as their legislative bodies.
Most towns in Massachusetts have open town
meetings, which allow all re g i s t e red voters in the
community to take part in the law-making pro c e s s .
Other communities have re p resentative town
meetings, in which voters elect town meeting
members by district or precinct to re p resent them.
Although the right to vote at re p resentative town
meeting is reserved for elected members, citizens
retain the right to address an elected town meeting
member upon recognition of the moderator. It
should be noted that only towns having a popula-
tion of greater than 6,000 can adopt a re p re s e n t a-
tive town meeting. (Chapter 43A M . G . La n d
Article II Contsitution)

R e g a rdless of the type of legislative body, all
towns possess some authority to institute bylaws
and to raise and appropriate funds. State statute
re q u i res a town to hold at least one annual town
meeting each year. The annual town meeting must
be held in Febru a r y, March, April or May unless
otherwise stated by a special act or the town’s
c h a r t e r. All municipalities must hold an annual
town meeting prior to June 30. (Chapter 39
M . G . L . )

In addition to their annual town meeting, towns
may hold special town meetings as needed.
Special town meetings may be called at any time

either by the board of selectmen on their own, or
upon receipt of a petition signed by 200 voters or
one tenth of the re g i s t e red voters, whichever is
less. The meeting must be called within 45 days of
the selectmen’s receipt of a valid petition.

Both annual and special town meetings are called
by a warrant. The warrant is usually issued by the
b o a rd of selectmen and states the time, place and
business (articles) for the meeting. Annual town
meetings warrants must be issued seven days
prior to the meeting. Warrants for special town
meetings must be issued 14 days prior to the meet-
ing. Articles for annual town meeting can be
placed on a warrant by the board of selectmen or
by a petition signed by at least 10 re g i s t e red voters
of the community. Special town meeting articles
can be placed on the warrant by the board of
selectmen or by a petition signed by at least 10
p e rcent of the town’s re g i s t e red voters or 100 re g i s-
t e red voters, whichever is less. It is left to each
town to determine how the public is notified.
Some towns post the warrant in several public
places, others publish it in the local newspaper.
Discussion is beginning as to positng on a town’s
website. Each warrant article is voted upon sepa-
rately by members of the legislative body. To w n
meeting can take action only upon subject matter
contained within an article.

The moderator presides over town meetings. The
moderator is either elected for a term of one or
t h ree years, or is elected by town meeting as its
first order of business. 

The legislative body of a town has the following
major functions: 

• raise and appropriate funds;

• enact bylaws; and 

• accept state statutes. 

Although action is not limited to these three items,
most votes by a town’s legislative body aff e c t s
these are a s .

Bylaws are a town’s version of laws. They can be
adopted only by a vote of the municipal legislative
b o d y. Once a bylaw is adopted, it can be re p e a l e d
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or revised in the same manner. The town clerk
must submit all adopted bylaws to the A t t o r n e y
General’s office for review within 30 days of a
bylaw’s passage. If the attorney general does not
“act” on a bylaw within 90 days, it automatically
becomes law.

T h e re are typically three types of bylaws: 

• administrative bylaws, which regulate the
government, organization and procedure of
town business, and the conduct of citizens; 

• zoning bylaws, which regulate the use of
land; and  

• personnel bylaws, which regulate administra-
tion and conduct of town employees,
including pay and job classification. 

In addition to bylaws, the operation and adminis-
tration of a town can by effected by federal and
state statutes, regulations and court cases. State
statutes either impact all towns or are local option
laws. Local option laws impact a town only when
the municipal legislative body votes to accept
them. Such acceptance may be rescinded by the
legislative body after a set time period. Certain
decisions or opinions by the courts at both state
and federal levels of the government can also
impact how towns govern .

Elected and Appointed Off i c i a l s :
A town’s charter or legal base identifies which off i-
cials are elected or appointed. The diff e rent types
of town officials and the boards, committees, and
commissions functioning in town government are
n u m e rous. At a minimum every town must have a
b o a rd of selectmen, school committee, town clerk
and tre a s u re r. The board of selectmen and school
committee must be elected. The town clerk and the
t re a s u rer may be either elected or appointed.

Board of Selectmen
The board of selectmen is made up of at least thre e
members, or in some town s, five members. They
a re elected for three-year terms. The board of
selectmen are the principal officers of a town , hav-

ing general supervision over all matters not dele-
gated by law or vote to some other official or
b o a rd. With the exception of a few municipalities,
no funds can be expended or paid out by the tre a-
s u rer unless approved by a warrant signed by a
majority of the board of selectmen. Nor may any
money be borrowed by the tre a s u rer unless the
selectmen approve the action. The selectmen are
also re q u i red to sign all bonds and notes for bor-
rowing funds, and are given authority as the town
licensing board by the state. 

If approved by the voters at a town election, the posi-
tion of selectman can be combined with one or more
of the following positions: board of assessors, board
of health, municipal light commission, park commis-
s i o n e r, water and light commissioner, water and
sewer boards. The same law that allows this consoli-
dation also authorizes the selectmen to appoint
cemetery commissioners, assessors, a superintendent
of streets, chiefs of police and fire departments, a tre e
w a rden or any combination of such officers. (Chapter
41 M.G.L.)

School Committee
The elected school committee is responsible for the
administration and budget of the town’ s educa-
tion system. This includes the appointment of a
superintendent of schools who in turn appoints
other employees of the school system. With the
passage of the Education Reform Act in 1993, the
role of the school committee has largely become
one of policy-making, with greater authority given
over to the superintendent. (Chapter 71 M.G.L.)

Town Clerk
The town clerk is re c o rder of official town busi-
ness. S/he is responsible for the conduct of elec-
tions and is the executive member of the town’s
registrar of voters, being responsible for the pre p a-
ration publication and circulation of the town’s
voter list. Town clerks also issue and collect fees
for licenses such as marriage licenses, sporting
licenses, hunting, fishing and trapping licenses,
and dog licenses. (Chapter 41 M.G.L.)
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Tr e a s u r e r
The town tre a s u rer is responsible for the manage-
ment of town funds. Tre a s u rers receive and dis-
burse cash, invest available cash, issue and man-
age debt obligations and manage bank re l a t i o n s .
They may also administer group insurance, pay-
roll, and pension and re t i rement systems.

Other Functions

In addition to the above-mentioned governmental
services, every town must provide for the adminis-
tration of the following: (Chapter 41 M.G.L.)

• Assessment of taxes: This is the generally
responsibility of the board of assessors. 

• Collection of taxes: The tax collector position is
sometimes combined with that of tre a s u re r. In
either case, the position may be appointed or
e l e c t e d .

• Accounting of financial re c o r d s : The town
accountant serves as comptroller of the bud-
get. All municipal expenditures are paid
t h rough the town accountant’s office and
placed on a warrant for the board of select-
men to sign. An independent auditor is
responsible for auditing the “books” of the
municipality annually.

• Health activities: These are conducted under
the jurisdiction of the board of health.

• Road maintenance: Upkeep of town roads gen-
erally falls under the supervision of the
department of public works. In towns where
t h e re is no department of public works, the
highway department would usually be
responsible for road maintenance.

• C a re of public shade tre e s : This is the re s p o n s i-
bility of the tree ward e n .

• P reservation of peace and public safety: P u b l i c
safety is the responsibility of the police and
f i re departments, as well as departments such
as building inspections and civil defense. 

Other important town departments or off i c e r s
i n c l u d e :

• Planning board: All towns with a population
of greater than 10,000 must establish a plan-
ning board. The planning board administers
the subdivision control law and zoning
b y l a w. The size of the board is generally
between five and nine elected members.

• Board of appeals: The board of appeals consid-
ers variances and special permits within a
town’s administrative and zoning bylaws.
Zoning bylaws must provide for a zoning
b o a rd of appeals unless otherwise specified in
a charter. 

• Zoning administrator or zoning enforcement offi -
c e r : This is an appointed position and the
designee is responsible for ensuring that
building and land use within a town com-
plies with the zoning bylaws. 

• Conservation commission: The conservation
commission promotes and develops a town’s
natural re s o u rces, protects the town’ s water-
shed and administers the Wetlands Pro t e c t i o n
Act. Atown may establish a conservation
commission with three to seven members. 

• Finance committee: Towns with a property val-
uation of $1 million or more must cre a t e
(either by charter or bylaw) a finance commit-
tee. In some towns it is known as the adviso-
r y, warrant or appropriation committee. Most
committees are appointed by the moderator,
although in some towns the selectmen are the
appointing authority. In some cases, however,
finance committee members may be elected.

The finance committee’s prime responsibility is to
make recommendations on all financial matters,
including the budget, to town meeting. The com-
mittee has oversight responsibility for all munici-
pal financial matters, as well as other statutory
authority granted to them by town bylaws (See
Chapter 3).

This chapter was prepared by: Timothy Higgins, Melvin A.

Kleckner, and Richard A. Montuori and updated by Allan Tosti.
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2 MUNICIPAL BUDGETING 

I n t r o d u c t i o n
A budget is a plan expressed in monetary terms
covering a specific period of time.  Regardless of
the level of government, a governmental budget
consists of three elements:

• an estimate of revenue, indicating amounts by
source;

• a statement of expenses , by organizational
unit, program, and/or expense item; and 

• a specified time period, usually a fiscal year.

In local government, municipalities have various
revenue-raising powers, some granted by state
statute, others established by local bylaw or by
vote of town meeting, the selectmen or the school
committee. Towns raise revenues to support pro-
grams and services.

Town expenses reflect the cost of programs and
services that are provided directly by a municipali-
ty’s departments or in concert with other govern-
mental units (e.g. regional schools). Municipal
budgets may present these expenses in a variety of
ways, offering greater or lesser detail about
expenses related to departments, programs and
expected activities or outcomes.

In Massachusetts, the governmental fiscal year
begins on July 1 and ends twelve months later on
June 30. The fiscal year for the federal government,
h o w e v e r, begins on October 1 and ends on the fol-
lowing September 30. (References to a particular
fiscal year reflect the year of the month in which
the fiscal year ends. FY 2005 indicates the fiscal
year that will end on June 30, 2005, for
Massachusetts governmental units, or the federal
fiscal year that will end on September 30, 2005.)

Citizens are now demanding larger roles in the
re s o u rce allocation process and greater financial
accountability from public officials.  Developing
budgets that achieve those goals will improve the
budgeting process in our communities.

Purposes of the Budget

The language of budgets is dollars and cents, but a
town’s budget should communicate more than the
relationship of revenues and expenses for a given
fiscal year. The Government Finance Off i c e r s
Association (GFOA) conducts the only national
a w a rds program in governmental budgeting. In
p resenting its Distinguished Budget Pre s e n t a t i o n
Aw a rd, the GFOArecognizes government entities
whose budgets serve four essential purposes. The
guidelines re q u i re that the budget document be a:

• policy document, identifying the organiza-
tion’s challenges, programs, and 
financial goals and policies;

• financial plan, p resenting the town’s curre n t
financial condition, comparing all re v e n u e s
and expenditures for the prior year, curre n t
y e a r, and coming year, stating economic
assumptions and projecting the town’s finan-
cial condition at the end of the budget period;

• operations guide, describing municipal ser-
vices and operations, such as police and fire
protection, education, maintainance of
streets, parks, water and sewer systems and
identifying measures of activity, effective-
ness and efficiency for individual programs
or departments; and a

• communications device, articulating a commu-
nity’s challenges and priorities for the com-
ing year and summarizing for taxpayers
and other interested individuals and organi-
zations how the town’s programs, services,
and finances will meet those challenges and
accomplish those goals.

Revenues

While demands for services generally outstrip
available re s o u rces, forecasting anticipated re v-
enues for the coming year establishes the frame-
work for preparing a town budget.  The array of
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services provided by Massachusetts communities
varies ; however, towns primarily raise re v e n u e s
f rom the following sourc e s :

• property taxes;

• state aid;

• local receipts; and 

• other available funds.

Property Ta x e s
Taxing the value of real estate (land and stru c t u re s )
and personal property (equipment owned by com-
m e rcial entities) accounts for approximately 50 per-
cent of all local revenue. The amount of property tax
revenue a town can raise is governed by a law
known as Proposition 2 1/2 (Chapter 59 s 21C
M.G.L. ) In general, Proposition 2 1/2 limits the
amount of property taxes raised in any year to 2 1/2
p e rcent of a community’s assessed valuation and
limits the total increase in property taxes levied fro m
one year to the next to 2 1/2 percent. (See Chapter
6 . )

This legislation suggests a simple formula for estimat-
ing property tax receipts for the coming year, however,
the law also allows for raising additional taxes based
on growth in the tax base resulting from new con-
s t ruction and improvements to existing pro p e r t i e s .

State Aid
State aid accounts for 10-25 percent of local re v-
enue, and projecting state aid is often an impre c i s e
p rocess. Each year the Department of Revenue
issues a document to every city, town and re g i o n a l
school district known as the Cherry Sheet. (See
Chapter 4 and Exhibit K) This two-page document
lists the various categories and amounts of state
aid provided, as well as offsets and charges fro m
the state, county, and special district assessments
that the town owes to other levels of government.
Thus, the Cherry Sheet reflects state aid for the
coming year minus the deductions for these inter-
governmental charges. (While these assessments
a re charges to the town, they are not voted on as
an appropriation by town meeting.)

The state budget is generally not enacted until the

late spring or early summer for the fiscal year that
begins  July 1. Yet in order for the budget process to
p roceed in an orderly fashion, reasonable re v e n u e
estimates must be made six-to-eight months earlier.
Lacking firm estimates of state aid for the coming
y e a r, the current year’s Cherry Sheet is a useful
beginning point for estimating these revenues. 

Information from the governor’s budget, pro j e c t e d
g rowth in lottery receipts or any changes anticipat-
ed in other grant programs may be evaluated to
refine preliminary estimates. In some years the leg-
i s l a t u re also provides early information about the
likely distribution of education aid and other
major state aid accounts. 

T h e re are a number of state aid accounts that can
change significantly from year to year. Some of
these (such as the ending of a school building
assistance payment schedule) should be evident to
local officials; others will be substantially more dif-
ficult to anticipate.

Local Receipts
Each town determines the extent to which pro-
grams and services will be supported by fees and
c h a rges. Also, towns may levy and collect taxes
and fees within the provisions of state statutes.
Such local receipts collected by the community
include, but are not limited to, the following:

• motor vehicle excise;

• water and sewer charges;

• penalties and interest;

• charges for services;

• departmental revenue;

• licenses and permits;

• fines and forfeits;

• investment income; and

• hotel/motel tax.

Outside of hotel/motel and motor vehicle excise
taxes, it is user fees, licenses and permits that con-
stitute most local receipts. While a user fee cannot
be a way of instituting a “hidden tax,” state law
allows towns to establish user fees to recover all of
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the direct and indirect costs of providing a service.
(See Chapter 9.) Local receipts often account for as
much as 20 percent of a town’s estimated re v e n u e s .

Other Available Funds

This category includes a variety of funds that are
available for appropriation to balance the budget.
The following is not an exhaustive list, but briefly
describes the major categories of other funds avail-
able to most towns.

F ree Cash
F ree cash is also re f e r red to as an unappro p r i a t e d
fund balance, and is a factor in every budget cycle.
The Department of Revenue certifies amounts of
“ f ree cash” resulting from closing the financial
books as of June 30, the end of the fiscal year.
G e n e r a l l y, the calculation incorporates:

• surplus revenue: revenue collections in excess
of estimated revenues

• budget turn backs: unexpended appro p r i a t i o n s

• prior year’s free cash: the fund balance from
last June 30 that had not been appropriated
for the current year’s budget; and 

• outanding property taxes: taxes collected from
prior years.

A town’s free cash, or “budgetary fund balance,” is
the amount of funds that are unrestricted and
available for appropriation. While towns may
a p p ropriate free cash to balance the budget for the
coming fiscal year, an ample free cash balance pro-
vides towns with financial flexibility. Town meet-
ing may appropriate from free cash during a given
fiscal year to meet unexpected expenses or to fund
a needed capital project. Depleting free cash, par-
ticularly to balance annual budgets, may suggest
that a community will face tighter financial times
without such funds to supplement annual re v-
enues. This drawdown on reserves might also
have a negative impact on the town’s credit rating.

Stabilization Fund 
Some communities maintain a more formal “rainy
day” fund called the stabilization fund. A n a l o g o u s
to a bank account, town meeting can appro p r i a t e
or “make deposits” into this fund for use at some

f u t u re time.  Astabilization fund can be used for
any legitimate municipal purpose. While a simple
majority of town meeting is needed to appro p r i a t e
to the stabilization fund, a two-thirds majority is
necessary to appropriate from this fund.
Legislation  passed on July 31, 2003  (Chapter 40
s5B M.G.L.) allows the creation of stabilization
funds for a specified purpose. (See Department of
Revenue IGR No.04-201)

Miscellaneous Revenue and Other Funds 

These include federal and state grants, gifts, funds
f rom the sale of assets, insurance proceeds in
excess of $20,000, transfers from other town
accounts (such as a parking meter fund) and other
reserve accounts permitted by state law.

E x p e n d i t u r e s
Most municipal budgets focus on how a town’s
limited re s o u rces will be allocated to meet service
demands — how the community proposes to
spend its money. Preparing or at least re v i e w i n g
spending plans, analyzing their consequences, and
p resenting recommendations to town meeting is
the essence of the finance committee’s charg e .

Budgets present operating and capital expenditure s
at various levels of detail for the diff e rent town activ-
ities. The budget will contain departmental budget
requests, non departmental budget requests fro m
commissions, boards and committees, and off - b u d-
get items. The latter may not re q u i re town meeting
a p p roval but nonetheless re p resent charges, assess-
ments or other financial commitments of the town. 

Departmental Expenses
Atypical budget for an operating department
might reflect these expenditure categories:

• personal services;

• purchased services;

• supplies;

• other expenses; and

• capital outlay.

Each category may be further described as expense
objects, or line-items, and the budget document may
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p rovide additional supporting information, such as:

Wage and Salary Requests 

Each department may present a schedule of posi-
tion titles, numbers of full-time equivalent posi-
tions budgeted, and salary and wage schedules to
support personal services budget requests for the
coming fiscal year. If union contracts are not yet
settled, an amount for a collective barg a i n i n g
i n c rease is generally not included. However, funds
for this purpose should be set aside. State law
re q u i res a specific vote by town meeting to fund a
non-school collective bargaining settlement.
(Chapter 150E M.G.L.)

Because employee compensation often accounts
for over 80 % of a town’s operating expenses, the
budget should provide ample financial informa-
tion supporting wage and salary re q u e s t s .

Other Operating Expenses 
These expense requests departmental operations
should also describe in greater detail the broad cate-
gories of purchased services (utilities, maintenance,
p rofessional services ), supplies (office supplies,
vehicle supplies), other expenses (travel, training )
and capital outlay (desks, chairs, office equipment).

Budget guidelines should define which capital
outlays are appropriate for operating budgets and
which should be in capital budgets.

Non Departmental Budgets
Most towns separate budgetary items that are not
the responsibility of any one department. These
expenses include items such as employee benefits,
including social security, re t i rement contributions
and health insurance premiums. Other non-depart-
mental items are: debt service; liability insurance;
and requests such as reserve fund appro p r i a t i o n s .

In general, the level of detail supporting these
requests should reflect the magnitude of the
request and its relationship to elements of the
operating budget. As the cost of employee benefits
has grown relative to wages, some towns allocate
such costs to the appropriate operating depart-
ments or programs. If the budget request fails to
relate benefit costs to department or pro g r a m

costs, an analysis is necessary to demonstrate the
full cost of the department or pro g r a m .

O ff-Budget Items
The finance committee must consider some items
as part of the budget, even though town meeting
does not appropriate funds for such obligations.
For example, a balanced budget must include
Cherry Sheet assessments, court judgements, over-
lay reserves (reserves for future property tax abate-
ments), and deficits re q u i red to be reaised in the
next year’s tax rate. (Chapter 59 s 23 M.G.L.)

Revolving Funds
Arevolving fund receives its income from selling
goods and services to users or participants in a pro-
gram, and expends monies to cover the costs of such
goods or the expenses of providing the particular
p rogram or service. The intent is for such activities
to break even financially, and the revolving fund is a
mechanism that allows for fluctuations in levels of
a c t i v i t y. Revolving funds exist under specific statuto-
ry authority and operate without appropriation by
town meeting. M.G.L. Ch. 53 E 1/2 allows a wide
variety of revolving funds (See Chapter 3).

Revolving funds are commonly used for park and
re c reation programs; school athletic programs; com-
m u n i t y, adult education, and continuing education
p rograms; and school lunch programs. Are v o l v i n g
fund must be authorized annually by town meeting.

Capital Expenditures

Each community should develop a separate five-
year capital plan that indicates specific capital
requests for the coming fiscal years. This section of
the budget presents the purchases proposed to
replace or augment the town’s fleet of vehicles and
equipment; expenditures to replace, upgrade, or
expand the town’s infrastru c t u re — roads, stre e t s ,
sewers, and buildings; and major investments in
any of the town’s fixed assets. This section of the
budget should identify the funding sources for the
capital plan and for the coming year’s re q u e s t s .
Chapter 11 of this handbook presents a compre h e n-
sive discussion of capital planning and budgeting.
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The Budget Process
An effective budget process begins with a clear
understanding of who will be responsible for the
essential budget activities:

• issuing budget guidelines;

• preparing budget requests;

• assembling requests into a comprehensive
budget for review; and 

• reviewing, analyzing, and recommending a
budget to town meeting.

Statutory responsibilities, town bylaws, and the
town’s organizational stru c t u re dictate, or at least
influence, who is responsible for each of these activ-
ities. In general, the executive branch of town gov-
ernment should be responsible for the first thre e
budget development activities. The finance commit-
tee should focus on the last of these four activities.

Municipalities with town managers or similar pro-
fessional positions generally give responsibility for
budget development to the individual(s) holding
said position. In towns without a coord i n a t i n g
p rofessional manager, the budget-making re s p o n-
sibility should still belong exclusively to the execu-
tive branch of the government — the selectmen.
The school superintendent and school committee
— the executive branch of government for local
school systems — retain responsibility for devel-
oping the local public school system budget. In
some communities, the selectmen are re s p o n s i b l e
for presenting a comprehensive, balanced budget
to town meeting.

The divisions of labor and responsibility are fur-
ther complicated when certain municipal off i c i a l s
a re elected, or when operating departments re p o r t
to separately elected boards and commissions. In
such situations, the finance committee may re c e i v e
several budgets and must consolidate and balance
the budget itself. Unless re q u i red by town bylaws,
h o w e v e r, it is not advisable for the finance com-
mittee to take on the budget-making role dire c t l y.
Such a role usurps some of the powers and
responsibilities of elected officials and their
appointees, and compromises the committee’s pri-
mary statutory role as objective advisor to town

meeting. In addition, this process can be a daunt-
ing task for a volunteer committee, particularly
without the help of a professional in the town’s
administration, such as the town accountant.

Practical Steps in The Budget Process

The practical steps in this budget-making pro c e s s
m i r ror the development and publication of the fol-
lowing specific materials:

• budget calendar, setting forth responsibilities and
due dates, providing for adequate review periods,
and allowing for advance notice to the public
re g a rding hearings prior to the town meeting;

• p reliminary pro j e c t i o n s of revenue estimates and
non-operating expenses that the town must pro v i d e
for (Cherry Sheet and overlay assessments). Early
p resentation of these projections allows all intere s t-
ed parties (selectmen, school committee, general
public) an opportunity to review and question; 

• budget guidelines establishing overall parameters
for consolidated town and school budgets and a
framework for budget development for depart-
ment heads and other off i c i a l s ;

• budget instructions describing how to use the
s t a n d a rdized forms and pro c e d u res for the pre p a-
ration of the budget re q u e s t s ;

• budget presentation format indicating the form
and content of the budget document. Will it com-
p a re prior years’ actual expenditures and the cur-
rent year’s budget? What supplemental data will
be included? What special challenges or issues will
the document addre s s ?

• comprehensive budget document i n c o r p o r a t i n g
operating and capital budgets from all town bod-
ies, as well as non-departmental and other budget
re q u e s t s ;

• schedule for review and public hearings a l l o w i n g
for public comment, questions, and justification of
budget re q u e s t s ;

• recommendations by the finance committee to

2-5



town meeting.

Calendar of Budget and Financial Events

The work of the finance committee can be year-
round, although most committee activities take
place from November to May. In a typical munic-
i p a l i t y, budget guidelines, worksheets and
i n s t ructions are distributed to departments in the
fall. Over the winter months, these requests are
reviewed by the town administrator and select-
men, by the superintendent and the school com-
mittee, and by finance committee members. A t

some point in late winter, early or even late
spring, these reviews culminate in the finance
committee recommendations to town meeting.

In some communities, at certain stages during the
re v i e w, a town administrator or manager may
p resent a consolidated budget re c o m m e n d a t i o n
for consideration by the board of selectmen and
finance committee.

The following schedule summarizes the major
financial events occurring during the fiscal year
and notes the roles of various local and state offi-
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When Event Who
A u g u s t - O c t .

O c t o b e r

October 

Oct. - Nov.

N o v e m b e r

N o v e m b e r

N o v e m b e r

D e c e m b e r

J a n u a r y

F e b ru a r y

M a rc h

M a rc h

M a rc h

A p r i l - M a y

J u n e

Certify Free Cash (used in coming fiscal year 
revenue pro j e c t i o n s . )

Begin budget process for coming year.
Establish next fiscal year budget guidelines.

Develop and distribute budget guidelines and
f o r m s .

Set tax rate for communities with semi-annual billing. 

Review departmental budgets.

Submit budget re q u e s t s .

Set tax rate set for communities with quarterly
billing. (New growth in tax levy calculated.)

Begin capital planning pro c e s s .

P re p a re initial re v e n u e / e x p e n d i t u res pro j e c t i o n s
for coming year.

Release “House 1”; first indication of state aid for
coming fiscal year.

Begin preparation of budget re c o m m e n d a t i o n s .
Meet with department heads.

If Legislature passes a Local Aid Resolution,
Cherry Sheets will be issued.

P re p a re final re v e n u e / e x p e n d i t u re pro j e c t i o n f o r
coming fiscal year in preparation for town meeting.

P re p a re town meeting warrant re c o m m e n d a t i o n s .

Town meetings take place.

Make any reserve fund transfers necessary, to com-
plete fiscal year

town accountant, 
Department of Revenue

selectmen, departmentheads,
finance committee, school
c o m m i t t e e .

assessors, selectmen

town administrator, 

department heads, school
department, selectmen, town
a d m i n i s t r a t o r

assessors, selectmen

selectmen, department heads,
finance comm., CIP c o m m i t t e e ,
selectmen, accountant, finance
c o m m i t t e e

G o v e r n o r

finance committee

state legislature
Department of Revenue

selectmen, finance committee

finance committee

finance committee



cials. Town meeting dates influence the timing of
some of the scheduled activities.

Any general schedule such as the one above will
not reflect the unique and special circumstances of
the Commonwealth’s diverse local communities.
The schedule for budget preparation depends
upon a number of factors — the town’s org a n i z a-
tional stru c t u re, budget preparation bylaws, staff
support and town meeting dates.

Budget Participants

The calendar of events reveals a surprisingly long
list of participants who affect and influence the
p rocess of developing, reviewing and appro v i n g
budgets. With the caveat that individual towns
may depart from the norm, a brief description fol-
lows of the roles and responsibilities of these play-
ers in the budget pro c e s s .

Board of Selectmen
The selectmen are the town’s executive board with
overall responsibility for the general operations of
town government. Because of their broad ro l e ,
they should participate in the budget process, pro-
vide leadership in the development of the capital
i m p rovement plan, and provide oversight and
monitoring of the financial performance. In most
towns the board pre p a res the annual municipal
budget. Professional staff appointed by the board
generally oversee the town’s day-to-day opera-
tions and town finances. In particular, these
appointees may include a town administrator or
town manager and/or a finance dire c t o r.

Finance Committee 

The finance committee is a town’s official fiscal
watchdog. Its primary responsibility is to advise
and make recommendations to town meeting on
the budget and other areas of finance, although in
many towns they pre p a re and submit the budget as
well as comment on it. The statutory authority of
the finance committee does not vary from commu-
nity to community, but the role and process does.

Town Accountant
The town accountant is responsible for maintain-
ing the town’s financial re c o rds, including the

statement of revenues and expenditures, balance
sheet, and any other re c o rds re q u i red by law or
regulation. No bill can be paid without the
a p p roval of the town accountant. The authority of
the town accountant is strictly governed by state
l a w. The town accountant will generally play a key
role in working with the town’s independent audi-
t o r.

Tre a s u re r / Tax Collector

The authority of town tre a s u rers and tax collectors
is strictly governed by state law. Most communities
have combined the position of tre a s u rer and tax col-
l e c t o r, although there is no re q u i rement to do so. A s
the town’s cash manager, the tre a s u rer is re s p o n s i-
ble for the deposit, investment, and disbursement of
town funds. While only the tre a s u rer can sign
checks to pay the town’s bills, tre a s u rers cannot
release any funds without the approval of the town
accountant. The tre a s u rer is also responsible for
debt management as well as banking re l a t i o n s .

The tax collector is responsible for collecting pro p-
erty taxes and motor vehicle excise taxes,
water/sewer charges and a variety of other munic-
ipal receipts. 

Assessors 
The board of assessors is responsible for the valua-
tion of real and personal property for the purpose
of levying the property tax. The assessors are also
responsible for submitting the tax rate re c a p i t u l a-
tion (recap) Sheet to the Department of Revenue,
although the preparation of this document is gen-
erally a team effort by the town’s finance off i c i a l s .
The tax recap Sheet is the legal document used to
set a community’s tax rate. The assessors also have
the authority to grant abatements and exemptions
to taxpayers, subject to the authority provided by
state law.

Finance Dire c t o r

In recent years a trend has emerged to consolidate
town financial functions in the role finance dire c-
tor (M.G.L. Ch. 43c s 11). The enabling statute
allows for wide local discretion in defining this
role. There f o re, functions and responsibilities vary
g reatly between and among communities. Many
positions include responsibility for assessors, town
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accountants, tre a s u rers and collectors.

Department Heads 

As budgets have evolved from financial docu-
ments to statements of programs, services and
expected outcomes, the role of the department
head has become more central to the budget
p rocess. In contrast to the practice of simply
c runching numbers, department heads in most
communities now develop budget requests that
describe the service impacts of proposed spending
levels. Town meeting expects department heads to
justify their requests by linking departmental
spending to program benefits.

Town Meeting 
Town meeting is the legislative body and appro-
priating authority of a town. As such, it enacts
bylaws (i.e., local laws), approves the operating
and capital budgets, authorizes the town to bor-
row funds and may ratify major policies concern-
ing the financial management of the municipality.

Budget Formats
T h e re is a common misconception that the
Commonwealth prescribes a mandatory budget for-
mat for towns. There is no such re q u i rement; there-
f o re, no two town budget documents are alike. The
Division of Local Services of the Department of
Revenue, however, has determined that towns may
rely for guidance upon M.G.L. Ch. 44 s 32, which
sets forth the budget format for cities.

Even professional governmental management and
finance associations, such as the GFOA, dire c t
their guidelines to what should be pre s e n t e d
rather than how to present it. The most practical
a p p roach to determining the format of various
budget documents is to focus on the product of the
budget development process - the compre h e n s i v e
balanced budget and the finance committee’s
report to town meeting. Recognize that these doc-
uments must serve multiple purposes:

• They must communicate the proposed financial
plan to town meeting and to the broader
community. Ideally, the budget document
would meet the criteria for budget presenta-

tion set forth by the GFOA.

• They must be the basis for town meeting’s
appropriation of funds for the various depart-
ments, programs, capital expenditures and
other nondepartmental expenses.

• They must establish the framework for the finan -
cial controls necessary to administer the bud-
get during the fiscal year, assuring that
expenses will not exceed appropriations and
permitting appointed and elected officials to
monitor results versus the financial plan.

In addition, the format for budget pre s e n t a t i o n
and town meeting appropriations establish the
parameters for expense control and management
f l e x i b i l i t y.

Line-Item Budgets
A line-item budget presentation for each depart-
ment will likely focus all attention on expenditure s
and none on the results of expenditure s .
Monitoring expenses and appropriations at the
line-item level will re q u i re extensive and time-con-
suming vigilance to limit spending to each specific
a p p ropriation. Since every budget is a set of initial
estimates and because circumstances change dur-
ing the year, reserve fund transfers and supple-
mental appropriations may be necessary to
respond to mid-course corre c t i o n s .

Categorical Budgets

A budget that groups line-items in departments
into categories, such as personal services and other
expenses, offers greater flexibility but imposes
somewhat rigid controls. Such specific town meet-
ing appropriations within each department pre-
vent the department head, town administrator, or
selectmen from managing for results. The manager
has no discretion to determine the most eff e c t i v e
and efficient ways to achieve desired results and
deliver services within the total amount of depart-
mental re s o u rc e s .

Single Appropriation Budgets
A budget format that presents a single appro p r i a-
tion amount for each department or program sim-
plifies the process of monitoring and making
adjustments during the year. Management can
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focus on delivering services rather than on
accounting details. However, in some instances
this format may grant more flexibility and authori-
ty than town meeting wishes to convey.

G roup or Departmental Appropriation Budgets

A budget presented and voted as appro p r i a t i o n s
for groups of departments, for broad programs or
even for the entire town government gives bro a d
spending discretion to the selectmen and/or man-
agement team. Town meeting must have confi-
dence in the ability and commitment of these
administrators to provide the level and quality of
services promised by the budget. Group budgets
should only be contemplated where the account-
ing system is capable of providing reports to mon-
itor expenditure detail.

Maximum control is achieved by appro p r i a t i n g
funds for “objects of expenditure,” or line-items.
Spending cannot exceed the amount appro p r i a t e d
for the specific item. Managers gain flexibility when
a p p ropriations encompass multiple line-items or
even multiple departments and programs. Such a
system permits over spending line items and even
departmental budgets as long as total expenditure s
do not exceed the amount appro p r i a t e d .

This discussion of the tension between appro p r i a-
tion control and managerial flexibility applies only
to municipal budget elements. In accordance with
state law, the appropriation for the local education
budget is presented to town meeting as a single
amount. Town meeting has no authority to divide
elements of the school department’s budget, make
line-item amendments or direct expenditures to
specific purposes within the budget.

Town meeting must appropriate one amount for
the local public schools and appropriate the assess-
ment proposed for regional school districts. A n
a p p ropriation for any amount less than what the
regional school proposes constitutes a rejection of
the regional school budget.

The Budget Building Block
R e g a rdless of the level of detail chosen for town
meeting appropriation votes or for the finance

committee’s report, all budgeting begins with the
line-item, the building block for budget analysis
and understanding. Before decisions can be made
about allocating re s o u rces or aggregating data for
p resentation, budget pre p a rers and re v i e w e r s
must achieve a detailed understanding of where
revenues come from and what the town spends
money for. Revenue and expense line-items pro-
vide these details.

Mastering the details is essential for some players
in the budget process, but presenting line-items
may in some cases impede the understanding of
others. A glossary of terms might explain in detail,
for example, the line-items captured as “personal
services” in departmental operating budgets. A n
accompanying organization chart might enumer-
ate the numbers and types of positions. Local
receipts may account for $4 million in estimated
revenues, but the finance committee may wish to
p resent the specific forecasts of each revenue line-
item. 

As mentioned earlier, there is no state law that
guides the level of detail for budget preparation or
town meeting appropriation, except for the
re q u i rement to appropriate a single amount for the
local education budget. Each town must determine
what level of detail is practical for its own circ u m-
s t a n c e s .

Legal Requirements

To meet the minimum legal re q u i rements for
a p p roving a budget, town meeting must vote
a p p ropriations for salaries and wages and for
expenses of each town department. In addition,
town meeting must vote each year to approve the
salaries for elected off i c i a l s .

In some instances town bylaws may prescribe spe-
cific aggregations of line-items for appro p r i a t i o n
purposes. More typically, there is no such stipula-
tion, and a town may adopt any degree of itemiza-
tion within its budget to balance expenditure con-
t rol and management flexibility. Regardless of the
details of each appropriation, town meeting must
a p p rove any transfers of funds between separate
a p p ropriations (Chapter 44 s 33B M.G.L. ) for all
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departments, except the town’s school appro p r i a-
tion.   The Legislature allowed for transfer by the
B o a rd of Selectmen, with the approval of the
Finance Committee, during the last two months of
the fiscal year to allow management flexibility
during the fiscal crisis. It applied for fiscal years
2003 to 2005.  If town meeting appropriates a sum
for a reserve fund, then the finance committee may
transfer funds from this reserve to specific depart-
ments within statutory limitations.

Budget Preparation and Presentation
D o c u m e n t s

Given the importance of budgets as communication
devices, the finance committee must collaborate
with other participants in the budget process to
g a t h e r, organize, and present budget information.
This section offers specific suggestions for three sets
of documents essential to budget activities:

• The budget preparation package, the docu-
ments that request and gather budget infor-
mation

• The budget document, the comprehensive
budget presented to the finance committee;
and

• The finance committee report, the committee’s
analysis and recommendations to town
meeting.

The Budget Preparation Package
As the calendar of budget events suggests, one of
the first steps in the budget preparation process is
developing and issuing budget guidelines and the
forms for documenting budget requests. Pre p a r i n g
and issuing this package involves the key budget
players - the selectmen, town administrator and
finance dire c t o r, as well as any other appointed
and elected officials; the school committee and
superintendent; and the finance committee.

Again, it is desirable to have agreed on the formats
for the budget document and for the finance com-
mittee report before this package is issued. Ideally,
one set of guidelines would establish the frame-
work for budget development. Practically, the

selectmen and the school committee issue separate
budget preparation packages and present budgets
in diff e rent formats.

The following list suggests elements of a typical
budget preparation package:

•letter of transmittal;

•budget calendar;

•economic and other assumptions;

• budget guidelines;

• budget request forms and instructions;

•operating budget;

•capital budget;

•interfund transfers and other special items;

•glossaries and appendices;

•wage and salary schedules;

•chart of accounts;

•revenue and expenditure codes or line items;
and

•five-year capital plan.

While requests for capital budget items may be
included in this package, many towns have devel-
oped specific processes to develop capital plans
and annual capital budget requests. Some towns
have separate capital expenditure committees to
guide this planning and/or to review capital plans
and requests. These parallel activities allow for
a p p ropriate development and consideration of the
service and financial impacts of investments in the
town’s fixed assets. A separate preparation pack-
age and timetable may be effective, and capital
budget proposals may then be incorporated into
the comprehensive budget document.

The Budget Document

The budget document format should promote an
understanding of the proposed budget and of how
the budget was pre p a red. The following outline
might serve as a table of contents for the compre-
hensive presentation of the town’s budget:

• letter of transmittal;
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• table of contents;

• overview letter;

• community issues and challenges;

• financial goals and policies;

• goals and objectives of the budget;

• town organization chart;

• budgetary guidelines:

• budget process;

• budget calendar;

• budget format;

• budget summary;

• operating capital;

• financial summaries;

• revenues and expenditures;

• property taxes, levy limits, and Proposition 
2 1/2;

• state and federal grants;

• outstanding and proposed debt;

• free cash, reserve fund, stabilization fund, 
and other reserves;

• statistical and graphical presentations;

• departmental/boards/committee detail;

• organizational narratives and charts;

• goals and objectives;

• program description(s) and performance 
objectives;

• capital items;

• personnel chart and historical comparisons;

• glossaries;

• five-year capital plan;

• chart of accounts/expenditure codes;

• wage and salary schedules;

• relevant town bylaws;

• town meeting warrant.

The budget document is the vehicle that clearly
shows the finance committee, town meeting, and
the community at large the municipality’s financial
plan for the upcoming year, and how re v e n u e s
and expenditures will allow for departments to
complete this plan.

The Finance Committee Report

The finance committee should promote the imple-
mentation of a budget process that results in a
clear and meaningful budget document. The annu-
al budget is the opportunity to present to the vot-
ers with a clear picture of town government: what
it is, where it is, and where it is heading.

The finance committee report is the extremely criti-
cal end-product of the budget development
p rocess. This document should inform town meet-
ing of the proposed budget and its re c o m m e n d a-
tions on all financial articles. Further, the re p o r t
often establishes the appropriation framework for
the upcoming year.

Whether or not the finance committee pre p a res the
town’s budget, the committee is responsible for
submitting recommendations on the budget and
other financial warrant articles to town meeting.
The finance committee report provides analyses,
explanations, and justifications for its re c o m m e n-
dations. Although the level of detail varies fro m
town to town, more informative reports include
financial and statistical data, often trace historical
t rends and specific appropriations. However, there
is no need to duplicate information already pre-
sented in a comprehensive budget document.

The town’s financial condition, the issues posed by
the budget, local bylaws, customs and traditions,
and the interests and skills of committee members
will all shape the finance committee report. Often,
town staff assists the finance committee in pre p a r-
ing the report, and in larger towns the finance
committee may have its own staff .

Setting the Property Tax Rate
Towns derive the majority of their revenue fro m
real estate and personal pro p e r t y. Although town
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meeting adopts a budget before July 1, the start of
the fiscal year, the tax rate is not set until the fol-
lowing October or November. Because of the
importance of property tax to town budgets,
finance committees should understand and moni-
tor the process of setting the tax rate, which may
either validate or change revenue estimates
(assumptions used to balance the adopted budget).
These revenue estimates, whether confirmed or
revised, then become the basis for preliminary re v-
enue forecasts for the following budget year.

Free Cash

A town’s free cash, or budgetary fund balance, is
the amount of funds that are unrestricted and avail-
able for appropriation. Free cash provides towns
with a certain flexibility, as it is the major source of
funding for supplemental appropriations after the
establishment of an annual budget through the tax
rate approval process. Towns often appropriate all
or a portion of their free cash to support operations
during the year. Free cash is generated by actual
revenue collections in excess of estimates and actual
e x p e n d i t u res and encumbarances less than budget-
ed amounts. Depletion of free ash can indicate
tighter financial times. It is recommended that each
town develop a policy on the amount and use of
f ree cash to avoid wide swings in the levels avail-
able from year to year.

Cash Management
At the outset it must be noted that the town tre a-
s u rer is primarily responsible for the cash manage-
ment program for the town. Cash management
involves cash flow analysis, investment planning
and investments and tax collections. See Chapter 8.

The Tax Recapitulation Sheet
The vehicle for setting the tax rate is a tax re c a p i t u-
lation sheet (recap sheet) that the board of asses-
sors submits annually to the Department of
Revenue (DOR) as proof that the town has a bal-
anced budget within the limits of Proposition 2
1/2. DOR must then approve the annual tax levy
g rowth, the recap sheet, and set the tax rate before

a town can issue final tax bills. The recap sheet
reflects the total revenues a town must raise
t h rough taxation and other sources used to fund
local appropriations such as the assessors’ overlay
and state and Cherry Sheet assessments. (See
Appendix K for sample copy. )

Calculating the Taxes to be Raised

The tax recap sheet guides the calculation of the
total tax to be raised by listing the anticipated
e x p e n d i t u res and charges and subtracting estimat-
ed revenues. The diff e rence is the amount that the
town must raise in real estate and personal pro p e r-
ty taxes. The tax levy is the total amount to be
raised less total estimated receipts and other re v-
enue sources. (See Apendix L and M)  for sample
c o p y )

Total Amount To Be Raised 
The tax recap sheet first re q u i res entering the
amounts for appropriations, anticipated charg e s
and other expenditures and items, including the
f o l l o w i n g :

• all voted appropriations;

• offsets and charges from the state and other
intities as identified on the Cherry Sheet;

• certain deficits (if any) including “snow and
ice” expenses;

• the overlay, an allowance for property tax
abatements and exemptions determined by
the board of assessors and documented by a
worksheet showing a five-year history of
such abatements;

• other required items not included in the
appropriation process, such as court judg-
ments, tax title/foreclosure costs, etc.

Estimated Revenues and Other Receipts
Other than the tax levy, all anticipated re v e n u e s
a re enumerated on the tax recap sheet and sup-
porting schedules, including the following items:

• Cherry Sheet receipts (state aid, including
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“offsets”)

• local receipts itemized on Schedule A (and A-
1, A-2, A-3 if applicable)

• free cash and other available funds appropri-
ated by town meeting; and

• other sources voted specifically to reduce the
tax rate.

T h e re are many reasons why the revenue esti-
mates made prior to the spring town meeting
change before setting the final property tax levy.
For example, budget estimates for major local re v-
enue sources are generally made in the fall based
on the prior year’s actual data and the partial
results of the current fiscal year. By the fall, data
f rom the year ended June 30 is available and might
justify modification of the budget year estimate.

S i m i l a r l y, the estimate of new tax levy gro w t h
might have been based on historical data and par-
tial current year data. By the fall, the board of
assessors should have complete information. In
advance of the tax classification hearing, the asses-
sors pre p a re the state LA-13 form which calculates
the allowable new tax levy growth to the penny.

Finance committees should understand and moni-
tor this final step in the process for the pre c e d i n g
budget cycle and use the information it generates
to develop preliminary revenues estimates for the
coming budget year.

S u m m a r y

A local government’s budgeting process should
p rovide a forum for the community to understand,
evaluate, discuss, and determine the financial plan
for the coming year. The budget document and the
finance committee’s report are the media that
should guide and influence these re s o u rce alloca-
tion deliberations and decisions. Properly pre-
p a red and presented, these comprehensive docu-
ments will meet the tests of excellence in budget-
ing as espoused by the GFOA, the national state
and local government standard setters.

Financial pre s s u res on local governments will con-
tinue. Opposition to tax increases limits re v e n u e

g rowth. Demographic changes create demands for
m o re and improved services. Escalating service
delivery costs re q u i re trade-offs in the level and
quality of town services. Recognition that these
challenges will not diminish creates a need for
i m p rovements and innovations in financial plan-
ning and control of available re s o u rces. To w n s
need to continue to improve the budget pro c e s s .

Some communities have turned to performance
budgeting as one element of a performance-based
management system that closely ties budgets to
results and to the strategic plan. Such a system
shifts the focus from a traditional line-item budget
to measurable departmental service and eff i c i e n c y
m e a s u re s .

Strategic planning, program goals and objectives,
benchmarking, and “customer opinion/satisfac-
tion” surveys are all mechanisms to focus on com-
munity needs and wants and to measure the eff e c-
tiveness and efficiency of service delivery. Long-
range financial planning, including revenue and
e x p e n d i t u re projections, multi-year capital plan-
ning and community-wide demographic fore c a s t s
enable a town to make better annual budget deci-
s i o n s .

Municipal budgeting links these many manage-
ment and analytical techniques. The budget
p rocess must do more than simply allocate finan-
cial re s o u rces to competing programs and services,
it should articulate goals, objectives and measur-
able indicators of service delivery. When the bud-
get process does so, the budget document will
describe not only how much money the town
spends on every department and program, but
what results citizens should expect from these
d e p a r t m e n t s .

This chapter was prepared by Harvey Beth, Anthony Logalbo,

John J. Ryan, Anthony Torissi and Carl Valente and was updated

by Allan Tosti.
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I n t r o d u c t i o n
In 1870, a group of Quincy citizens banded togeth-
er to re s t o re financial order in their municipality,
c reating the Commonwealth’s first finance com-
mittee. In 1910 the Massachusetts courts ruled that
a municipal finance committee was legal (Sinclair
v. Fall River, 198 Mass 248). In that same year the
Massachusetts General Court also acknowledged
the need for municipal finance committees state-
wide, requiring all but the smallest municipalities
to establish such committees to assist in dealing
with emerging municipal challenges (St 1910, Ch.
130, s 2). Several additional legislative assists (i.e.,
St 1923, Ch. 388 and St 1929, Ch. 270), re i n f o rc e d
the mandated or permitted existence of municipal
finance committees.

Basic Legislation
The present basic legislation, Chapter 39 s16
M.G.L.  reads as follows:

Every town whose valuation for the pur-
pose of apportioning the state tax exceeds
one million dollars shall, and any other
town may, by bylaw provide for the election
or the appointment and duties of appro p r i-
ation, advisory or finance committees, who
shall consider any or all municipal ques-
tions for the purpose of making reports or
recommendations to the town; and such
bylaws may provide that committees so
appointed or elected may continue in off i c e
for terms not exceeding three years from the
date of appointment or election.

In every town having a committee appoint-
ed under authority of this section, such
committee, or the selectmen if authorized
by bylaw of the town, and, in any town not
having such a committee, the selectmen,
shall submit a budget at the annual town
m e e t i n g .

Almost every town across the state interprets this
statute diff e rently and has established its local
finance committee to meet the community’s spcific
needs. In some towns, for example, the finance
committee may pre p a re as well as comment on the
budget. It is generally agreed that finance commit-
tees may consider any matter they feel will have a
fiscal impact on the town, as well as any other
matters the committee feels are relevant. It may
reasonably be argued that little comes before town
meeting that does not have a potential fiscal
impact on the town.

Survey Results

A survey was conducted in 2004 by the
Association of Town Finance Committees (AT F C )
which revealed several interesting pieces of infor-
mation. First, there is wide variation in the number
of members on finance committees. The most com-
mon number is nine (20 of the 81 respondents), fol-
lowed by seven and five-member boards re s p e c-
t i v e l y. Of the towns responding to the survey, 66
finance committees are appointed and only 14 are
elected. Forty-nine of the appointed committees
a re appointed by the town moderator, fourteen by
the board of selectmen and 3 by a combination of
the selectmen, town moderator and the finance
committee chair.

S e v e n t y - t h ree of the responding finance commit-
tees serve three-year terms. Five town’s committee
have two-year terms, one has a one year term and
one has a five year term. 

T h e re is also a great deal of variation in the fre-
quency of meetings among the survey’s re s p o n-
dents. Most municipalities answering the ques-
t i o n n a i re hold meetings one, two, or even thre e
times a week during budget season, and slow to
once every two weeks, once a month, or only as
needed during the rest of the year.

Only seven towns compensate some or all of their
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finance committee members. The amount of com-
pensation ranges from $25 a year for a member, to
$700 a year for a chairman. 

Thirty-seven of the responding finance committees
have subcommittees. Some towns have as many as
30 subcommittees, and many municipalities note
that they have subcommittees for every depart-
ment in the town.

S t a ff support is received by 39 finance committees.
Often, this support is supplied on an as-needed
basis by the secretary to the board of selectmen or
other full-time staff paid by departments other
than the finance committee. 

Sixteen of the towns participating in the survey
have capital planning committees. The number of
members on these committees ranges from three to
12. In several towns, the capital planning commit-
tee is not currently operational, or the municipality
is in the process of re o rganizing or starting such a
c o m m i t t e e .

Role of the finance committee
T h e re are several general statutory constraints that
all finance committees share. Members of finance
committees are considered municipal employees
for purposes of the Conflict of Interest Law (see
Appendix D), and must adhere to all state statuto-
ry re q u i rements placed on municipal employees.
The standards of conduct for municipal employ-
ees, both on and off the job, are detailed in the
Conflict of Interest Law (Chapter 268A M.G.L. ).

Open Meeting Law
Democracy at all levels is to be open to its people.
In this re g a rd, the finance committee must be cog-
nizant of and follow the re q u i rements of the Open
Meeting Law, Chapter 39 s 23a-23cM.G.L. (see
Appendix C). All materials collected or pre s e n t e d
during deliberations and/or meeting(s) of the
finance committee are a matter of public re c o rd
(Chapter 66 M.G.L. ). Such public re c o rds are to be
maintained and made available to the public
unless specifically exempted (see Appendix B).

Americans With Disabilities Act

With the passage of the Americans Wi t h
Disabilities Act in 1990, all constituent units of
state and local government — including finance
committees — must ensure that any forums or
meetings they participate in or sponsor are accessi-
ble to people with disabilities (see Appendix A ) .

Taking/Leaving Off i c e

Once elected or appointed, a finance committee
member must be officially sworn in by the town
clerk or the town moderator. When a member
wishes to resign, his or her letter of re s i g n a t i o n
must be sent to the clerk or the moderator as well.
If a member resigns prior to completing his or her
term of office, a replacement is made by the
appointing authority, or in some towns may be
chosen by the finance committee itself.

Use of Public Resources in Elections
In addition to following the conditions found in
the various laws mentioned above, finance com-
mittee members (like all municipal employees)
may not use any public re s o u rces to influence the
outcome of an election. Finance committee mem-
bers may express their opinions at public foru m s
or meetings (Chapter 55 M.G.L. ; the Mass.
S u p reme Judicial Court re a ffirmed this in
Anderson v. City of Boston, 376 Mass. 178).

Bias and Conflicts of Interest

Committee members should not allow personal
friendships, enmities, biases, preconceptions or
partisan affiliations to interfere with the fair and
impartial performance of their official duties. State
conflict of interest laws forbid a finance committee
member from — among other things — using the
position for personal profit. Committee members
also have an obligation to avoid not only actual
conflicts of interest, but even the appearance of
bias or favoritism when acting in their off i c i a l
c a p a c i t y.

As active participants in town affairs, finance com-
mittee members come to the table with their own
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opinions, experiences and ideas. But members
must nonetheless listen carefully and thoughtfully
to all matters that come before them. It is diff i c u l t
to keep personal biases and preconceptions out of
o fficial deliberations, but it is a goal to be actively
pursued. Doing so can help the committee make
better decisions overall, and can also maintain or
boost public confidence in the committee’s integri-
ty (see Appendix D).

Budget Preparation and Submission

The prime function of the finance committee is
reviewing departmental budgets and submitting a
balanced budget to town meeting. All municipal
o fficers authorized to spend money must annually
p rovide the finance committee with estimates of
how much funding will be needed “for the pro p e r
maintenance of the departments under their juris-
diction.” These estimates are submitted to the town
accountant, or if there is none, to the finance com-
mittee or possibly the selectman (Chapter 42 s. 59
M.G.L.). These estimates are used in the pre p a r a-
tion of a town’s annual operating and capital bud-
g e t s .

The Massachusetts Department of Revenue (DOR)
has ruled that finance committees are re s p o n s i b l e
for preparing and submitting their municipality’s
annual budget. (Chapter 39 s 16, Ch. 41, s 59 and s
60M.G.L), unless there is a charter bylaw giving
this authority to the board of selectman (DOR’s I n
Our Opinion, 93-310). The exact format of an
annual town budget is community specific. DOR
has determined that while the law re g a rding annu-
al municipal budget format is directed to cities, it
should also be followed by towns. 

The format found in the law addresses itself to
budgetary basics. Almost all towns and cities in
the Commonwealth go well beyond this in their
annual budget presentation package (see Chapter
2). DOR has also ruled that only a town meeting
— not the finance committee or selectmen — may
determine the exact budget format to be used (see
In Our Opinion, 92-145).

The state also specifies that only town meeting
may transfer appropriated monies. Town meeting

cannot delegate this authority to the finance com-
mittee (Chapter 44 s33B M.G.L.) , see also In Our
O p i n i o n, 92-836). Further, the courts have ru l e d
generally that even though a town bylaw calls for
the finance committee to hold public hearings,
these hearings are “incidental” to the proper func-
tion of the committee and are there f o re not
mandatory (Young v. Westport , 302 Mass.597,
re a ffirmed by Illig v. Plymouth, 337 Mass. 239).

On the other hand, while finance committees may
request information from a town department, they
may not seek information from a quasi-govern-
mental entity because such entities are not subject
to town bylaws (Clinton Housing Authority v.
Fincom of Clinton, 329 Mass. 495). Under the
home rule amendment to the state constitution,
h o w e v e r, towns and cities do have the power to
subpoena witnesses and compensate them at the
going rate (Article 89, s 6; also Ch. 233, s 8 and s
10). This was tested and affirmed in the courts
(Bloom v. Wo rc e s t e r, 363 Mass. 136).

Other responsibilities

In addition to the committee’s statutory budgetary
responsibilities they also have a set of specified finan-
cial management responsibilities. These concern:

• reserve funds;

• emergency winter related expenditures; and

• revolving funds.

Reserve Funds
The law (Chapter 40 s 6 M.G.L. ) allows towns to
a p p ropriate money — either at the annual or spe-
cial town meeting — into a reserve fund “to pro-
vide for extraordinary or unforeseen expendi-
t u res.” DOR has expressed its opinion that re s e r v e
fund transfers are appro p r i a t e :

• to provide for urgent or unforeseen expenditure s
that could not have been anticipated before
town meeting; and/or

• to allow immediate expenditures of funds in the
event of an emergency ( t h reat to public safety or
health) when the delay of having to call a spe-
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cial town meeting could be potentially harmful.

In either case, the finance committee must appro v e
all proposed transfers from a reserve fund. It is
also understood that a reserve fund should not be
to reverse a vote of town meeting or as a “back-
door” means of increasing the budget. Finance
committees should adopt their own reserve fund
guidelines to supplement the state statute, and
should help other town officials gain a better
understanding of appropriate uses of a re s e r v e
f u n d .

It is also important that finance committees have a
balanced approach in evaluating reserve fund
transfers. For example, if budget reductions were
made in a community despite legitimate warnings
that there might be trouble meeting all fiscal oblig-
ations, the finance committee may expect to see an
i n c rease in reserve fund requests. It is the commit-
tee’s responsibility to keep the town’s best intere s t s
in mind when deciding which reserve fund trans-
fer requests, if any, to approve. 

Emergency Winter Related Expenditures
When appropriations for snow and ice re m o v a l
a re exhausted, finance committees — in concert
with their selectman or town mangers — must
vote to incur “liability and make expenditure in
excess of appropriations” (Chapter 44 s 31D
M.G.L. ). Expenses in excess of the appro p r i a t i o n
must be raised in the tax levy for the next fiscal
y e a r. However, in order for this option to be avail-
able, towns must have appropriated at least the
same amount for snow and ice removal as in the
prior fiscal year.

Revolving Funds
Towns are permitted to raise revenue from select-
ed services or programs and use those funds to
support said services or programs. This type of
a p p ropriation is re f e r red to as a “revolving fund.”
Once monies are raised and designated for a
revolving fund, the selectman and the finance
committee must approve any increase in the
amount that may be spent during the fiscal year
(Chapter 44 s 53E1/2M.G.L. ; also see Chapter 2).

Revolving funds must be reauthorized by town
meeting each fiscal year; if not, remaining balances
may be transferred to another departmental
revolving fund or to the general fund.

Miscellaneous Statutes

T h e re are several other pieces of municipal gov-
ernment that are especially important to finance
committees’ functioning. These include:

• stabilization funds;

• enterprise funds;

• gifts and grants; and

• capital planning committees.

Stabilization Funds
A stabilization fund is a special reserve account.
This fund may be appropriated in any fiscal year,
and, with the exception of limits re g a rding the
amount of money to be appropriated into the said
fund may be appropriated for any municipal pur-
pose (Chapter 40 s 5B M.G.L. ). The monies appro-
priated to a stabilization fund can be earmarked,
and a two-thirds vote at town meeting is re q u i re d
to appropriate monies to and  from such a fund.

Enterprise Funds
An enterprise fund may be established to segre-
gate monies generated from user fees to pay for
the delivery of a specific town program (Chapter
44 s 53F 1/2M.G.L. ; also see Chapter 9). The state
law establishing enterprise funds is a local option
statute, and as such must be accepted by town
meeting. Enterprise funds have specific re p o r t i n g
re q u i rements and change the role of the finance
committee in overseeing the financial operation of
this service.

Gifts and Grants
Gifts and grants given to a town may be expended
d i re c t l y, i.e. without appropriation (Chapter 44 s 53
and 53A M.G.L. ). In most cases, gifts or grants
may be earmarked for a specific governmental
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unit or project. Many grants re q u i re a local share ;
some gifts have a challenge component that
re q u i res the raising of a certain amount of money
f rom other sources before a gift will be pre s e n t e d .
In either situation, the finance committee should
know about all gifts and grants in their municipal-
i t y.

It is recommended that all municipal departments
be re q u i red to provide the selectman and finance
committee with an inventory of existing gifts and
grants, as well as a list of state and federal grants
being sought. Such departmental lists should
detail explicitly whether there is a local share
re q u i rement, and if so whether it comes from exist-
ing funds or whether new money must be appro-
priated. It is preferable that any local share
re q u i rements come from existing funds. Finance
committees must also be aware of potential bud-
getary changes resulting from gifts or grants. For
example, after receiving external funding, a
department budget request could possibly be
reduced. On the other hand, some grants state that
their funds must be used in addition to budgeted
funds. In addition, the finance committee should
i n q u i re as to whether other costs such as employee
pensions or health insurance will be impacted.

Federal Grants
Despite recent decreases in federal programs there
is still money available. At present there are thre e
general categories of federal grants: categorical,
formula and block.

Categorical grants are awarded on a regional basis
for a single purpose within a specified time frame.
Massachusetts is in Region I, with federal re g i o n a l
o ffices located in Boston. The competetion in
Region I is with other New England states.
Categorical grants are the oldest and largest type of
federal grants.

Formula grants, sometimes called “pass-thro u g h ”
grants, are awarded to states on a prescribed basis.
The state may either distribute the funds to local
governments or choose to provide a specific pro-
gram (or programs) itself. 

Block grants are the emerging future of the federal
granting system. Under block grants, old pro g r a m s ,
existing categorical and formula grants and any
new programs are blended together into single
multi-functional grants, which are then distributed
to states following the formulas grant concept.

The single best re s o u rce for municipalities seeking
federal domestic grants is “The Catalog of Federal
Domestic Assistance (CFDA).” The CFDA lists all
federal domestic assistance grant salong with their
application and award processes. A copyof CFDA
is sent annually to each unit of state and local gov-
ernment. Town clerks or the municipal libraries
generally have CFDA. In addition, there are also
several relational data bases available; one is avail-
able through a library system called DIALOG. The
Department of Housing and Community
Development is a valuable re s o u rce for informa-
tion and grant application assistance.

State Grants
The state plays several important roles in the
s e a rch for additional funds. The state coord i n a t e s
the federal pass-through and block grant pro c e s s e s
and establishes and funds state grant pro g r a m s .
Massachusetts has a rich history of directly appro-
priating funds for state programs. However, there
is no single catalog available for state grants. To
seek out these funds, officials must refer to the
state budget. Again, DHCD can provide assistance
in identifying potential grants and with the appli-
caiton pro c e s s .

P h i l a n t h r o p i e s
Seeking funds from a philanthropy is both easier
and more complex than seeking grants from the
federal or state government. One reason for this is
that no single application exists. However, most
p h i l a n t h ropic applications are simpler to complete
and more flexible than governmental grant appli-
cations. There is a catalog of available philan-
t h ropies, Massachusetts Grantmakers Dire c t o r y,
available from the Associated Grantmaker of
Massachusetts (ADM). There are also several re l a-
tional data bases available, as well as several foun-
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dation centers throughout the state. Local libraries
should have access to both. The main foundation
center is AGM; it’s Web site is
w w w. A G M C o n n e c t . o rg .

C o r p o r a t i o n s

Corporations are an excellent and underu t i l i z e d
s o u rce of funds and products. They will give to
p romote their good name in the community and
for income tax benefits. Municipal assessors can be
asked for a list of the community’s 20 largest tax-
payers and fundraisers can concentrate on busi-
nesses from this list.

Capital Planning Committee
One local acceptance statute (M.G.L. Ch. 41 s 106B)
permits towns to establish a capital planning com-
mittee. The duties of capital planning committees
a re specific, although membership re q u i rements are
not. These committees must “annually review the
(municipality’s) capital improvement program.”  In
many towns the finance committee also does the
capital planning. This is often not an ideal state of
a ffairs, especially given the time commitment
re q u i red of finance committee members even with-
out considering capital planning matters. One pos-
sible solution is for towns to create ad hoc capital
i m p rovement committees with a seat reserved for a
member of the finance committee (see Chapter 11 ) .

Budget – Down to Basics
The budget is a finance committee’s major concern
and is likely where the bulk of the committee’s
time will be spent. Depending on whether a given
finance committee is responsible for developing
the town budget from scratch or for reviewing and
making recommendations on a budget developed
by the selectmen, town manager or executive sec-
re t a r y, the finance committee will meet fairly re g u-
larly for three to six months before town meeting.
Most of that time will be devoted to budget devel-
opment and re v i e w.

T h roughout the budget cycle, the committee’s
main goals should be:

• to optimize the value of each dollar spent;

• to address the town’s long range as well as
immediate needs;

• to present a balanced budget to town
meeting; and 

• to present budget recommendations in a clear
and readable format, with sufficient detail
and explanation so that town meeting mem-
bers can understand the basic goals, policies,
t r a d e o ffs and constraints that shaped it.

Experienced finance committee members learn to
read between the budget’s line items and see the
policy decisions - and indecisions - built into the
numbers. The finance committee should be will-
ing to share that insight with town meeting.

R e v e n u e s
Under Proposition 2 1/2, municipalities cannot
raise property taxes in excess of 2.5 percent of the
total full and fair cash value of all real and person-
al property in a given community. Finance com-
mittees can make the most of limited municipal
re s o u rces by encouraging thoughtful planning,
i m p roved financial management and incre a s e d
p roductivity through computerization and
i m p roved work rules. Selective overrides and fee
i n c reases can help as well. The rate of re v e n u e
i n c rease also depends upon the local development
climate and state aid to cities and towns.

E x p e n d i t u r e s
E d u c a t i o n
Education is typically a town’s largest service,
ranging from 35 percent in urban districts to 70
p e rcent in more rural areas. The Education Reform
Act of 1993 has limited town meeting’s latitude in
setting the school budget. State and federal educa-
tion mandates (e.g., special education) as well as
the “maintenance of effort” re q u i rements of educa-
tion reform, place a floor under school budgets,
while Proposition 2 1/2 sets the ceiling.

Legally, town meeting can only vote a bottom
line budget for the schools, and cannot compel
the school committee to spend this budget allo-
cation on specific programs or line items within
the schools’ budget. As a practical matter, a well
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respected finance committee can sometimes per-
suade town meeting to get the school commit-
tee’s attention on areas of concern. For the most
part, the finance committee should strive to
ensure that schools maintain adequate financial
and cost controls and to encourage the free shar-
ing of budget information between the town and
school department, as well as between the school
department and town meeting.

Personnel Costs

Amajority of any municipal budget (perhaps 75%
to 80%) is spent on salaries, benefits and pension
costs. However, finance committees have no dire c t
responsibility or control over collective barg a i n i n g
and personnel policies. In some towns, the finance
committee chair may play a role in planning col-
lective bargaining goals and strategies, but finance
committees do not play a direct role in personnel
m a t t e r s .

Nevertheless, finance committees must under-
stand the financial implication of their town’s per-
sonnel policies and practices. In addition, finance
committees should urge the selectmen and person-
nel board in their town to follow two basic princi-
ples when engaging in the collective barg a i n i n g
p rocess. F i r s t, town negotiators should calculate,
consider and justify the full, long-term costs of col-
lective bargaining items like vacation time, sick
leave and step raises before agreeing to them.
S e c o n d, they must be pre p a red to layout the short-
and long- term budget impacts of collective bar-
gaining agreements to town meeting before town
meeting is asked to ratify the new contracts.

Capital Budgets

R e g a rdless who has primary responsibility for
developing and updating capital budgets, a
finance committee’s budget re c o m m e n d a t i o n s
always need to balance capital spending with
operating budgets.

Capital budgets re p resent more than an edifice
complex. They embody a wide range of social,
political, financial and environmental concerns. To
p rotect a town’s capital assets and to promote their

optimum utilization, municipalities must give cap-
ital needs their due in allocating scarce town dol-
lars. Good capital planning includes budgeting for
maintenance and repairs as well as re p l a c e m e n t .

Building a new public facility without including
s u fficient funds in the operating budget for main-
tenance is fiscal folly. Likewise, it is fiscally unwise
to continue pouring ever- i n c reasing maintenance
dollars into old, worn out or obsolete equipment
when purchasing newer, more efficient equipment
would both cut costs and improve service delivery.

Finance committees should encourage their towns
to develop capital equipment inventories and re g-
ular maintenance and replacement schedules, and
discourage town meeting from letting those sched-
ules lapse.

In recommending a capital budget to town meet-
ing, the finance committee should also make sure
that town meeting understands the tradeoffs and
costs implicit in that budget. For example, a bond-
ing vote should be accompanied by a year- b y - y e a r
estimate of the repayment schedule. Town meeting
needs to understand that voting a bond issue
today means less money available for other munic-
ipal endeavors until the bond is paid off. Likewise,
some estimate of the cost of not making the capital
investment should also be included to help town
meeting understand why the expenditure is
a p p ropriate and economically justified.

R e s e r v e s
Fiscal prudence demands that municipal budgets
contain sufficient reserves to meet unexpected con-
tingencies. The reserves can be built into depart-
ment budgets, set aside in special purpose re s e r v e s
or placed into the town’s general reserve fund.
Towns can also let some portion of their certified
f ree cash remain unappropriated. In practice, a bal-
ance among all these methods works best.

The tradeoff in maintaining reserves is that setting
aside large portions of a municipal budge for
reserves leaves less available to fund direct town
services in the current year. On the other hand,
without adequate reserves, unexpected calamities,
cost overruns or revenue shortfalls can result in
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d i s ruptive and inefficient emergency cutbacks
either in the current fiscal year or in the next.

In each budget cycle, earlier years’ actual spending
should be examined closely to see which budgets
a re either consistently under-budgeted or subject
to large fluctuations so the finance committee can
set a reasonable and responsible level of re s e r v e s .

Reserve fund transfers should be used only for
t ruly unexpected contingencies and not to com-
pensate for inadequate budgeting, sloppy manage-
ment or predictable spending fluctuations. A b o v e
all, the reserve fund should never be treated as a
slush fund in order to sidestep town meeting
votes. If, for example, town meeting voted $1 mil-
lion for street repairs when the highway dire c t o r
and the finance committee recommended $1.1 mil-
lion, the finance committee should deny a re s e r v e
fund request for additional road repairs unless the
repairs are made necessary by some unfore s e e n
accident like a broken water main.

Likewise, if a given department consistently over-
spends its overtime budget, a deficit in that
account can hardly be said to be an unfore s e e n
c o n t i n g e n c y. The finance committee may feel com-
pelled to grant the current year’s request, but
should consider denying future requests for the
department’s overtime costs unless the expenses
a re budgeted more accurately and brought under
better control. 

Fixed Costs
Most town budgets are made on an incre m e n t a l
basis. This means the committee takes the pre v i-
ous year’s budget as a starting point, projects esti-
mates of the coming year’s changes in re v e n u e s
and “fixed costs” such a utility bills, collective bar-
gaining salary increases or worker’s compensation
costs. Any estimated surplus or deficit is then dis-
tributed across the town’s programs and operating
b u d g e t s .

Aside from Cherry Sheet assessments such as state
and county charges, these “fixed costs” are not
always truly fixed. For example, worker’s com-
pensation costs can sometimes be cut by impro v e d
safety training and better claims supervision, and

some utilities costs may be reduced because of bet-
ter energy conservation practices. 

True zero-based budgeting, in which all pro g r a m s
a re reviewed annually and budgets are built fro m
the bottom up, often does not work very well in
the municipal arena. Many programs are mandated
by state or federal law or by the realities of every-
day life. However, it does make sense to re v i e w
each department’s mission and re s o u rces every few
years. Finance committees, town managers,
employees and citizens should work together and
re-examine priorities, think about whether and
how missions can be redefined and how re s o u rc e s
can be reallocated to better meet a town’s changing
needs. This kind of planning, while more diff i c u l t
in the short term, pays off in the long run if only by
keeping the budget process from devolving into a
series of ad hoc reactions to year-by-year changes
in the town’s financial picture. 

In some towns, the finance committee is only the
budget committee. In others, it is a more general
advisory committee that makes re c o m m e n d a t i o n s
to town meeting on all town meeting warrant arti-
cles. As the standing committee of town meeting,
the finance committee has a broader and more
consistent perspective than the town meeting as a
whole, which meets only once or twice a year. Part
of the finance committee’s role is to point out the
fiscal implications of warrant articles. But another
of the committee’s central roles is to present issues
to town meeting in an comprehensive, thoughtful
and orderly manner.

Finance committee reports and re c o m m e n d a t i o n s
should present a clear explanation of all the re l e v a n t
issues. Whatever the committee’s re c o m m e n d a t i o n ,
the report should highlight key arguments on both
sides of the issue and provide as much re l e v a n t
information as possible. That way the voters or re p-
resentative town meeting members can vote at
town meeting with at least a basic understanding of
what the core issues are for a given warrant article.

I d e a l l y, the finance committee can support its re c-
ommendations at town meeting without alienating
advocates for opposing viewpoints. Where com-
p romise is possible, the subcommittee should also
work with the opposing sides come to a re s p o n s i-
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ble resolution of their diff e re n c e s .

Although the finance committee can and should
advocate for its own position, its reports should
make it clear that a given position was re a c h e d
after fair and thoughtful deliberation. No matter
how important or controversial the issue at hand
may be, the finance committee must remember that
its first responsibility and loyalty is to town meet-
ing and the integrity of the town meeting pro c e s s .

Media Relations
Members of committes are public officials and
t h e reby have chosen to put aside some of their pri-
v a c y. Anything said at an open meeting by a
municipal official is subject to being re c o rded, tele-
vised, quoted or published. There f o re, it is impor-
tant that all officials be careful about what they say
in public. 

Finance committee members, selectmen and town
administrtors, etc. should work together and speak
as a unit whenever possible. It is not alwasy easy
for finance committee members to work in con-
junction with other municipal departments.
F requently there are conflicts whereby individuals
or  boards find themselves pitted against each
o t h e r. However, it is important not to allow these
conflicts to be aired in public and to make every
e ffort to achieve a consensus.

It can be beneficial for all local officials to cultivate
a good relationship with the local media. The
media should be kept informed of important
developments, both good and bad. If town off i c i a l s
initiate calls to infom reporters of news before they
hear it elsewhere, they can cultivate a re l a t i o n s h i p
in which the reporter is more likely to present the
o fficial’s side of the story. There are many munici-
pal government issues that the finance committee,
selectmen and/or chief executive officer should
discuss together before dealing with the press. 

Committees or boards may find it useful to desig-
nate a spokesperson to deal with the press. The
spokesperson can reduce mixed messages and  can
e n s u re that the agreed upon policies are being
relayed to the media. It is important to note when
talking to a reporter that you must clearly state

whether you are re p resenting a position of the
committee or your position as a private citizen.

Some Final Considerations

One last important part of a finance committee
m e m b e r’s job is knowing when to leave the com-
mittee. A good finance committee member can
make a real and important diff e rence in the town’s
life; someone just going through the motions by
rote and habit is no longer serving his or her own
— or the town’s — best interests. When committee
members find themselves dismissing people or
a rguments because they have “heard it all before , ”
when enthusiasm gives way to impatience or inat-
tention and/or when absences become incre a s i n g-
ly frequent, it is probably time to move on.

Retiring members should ideally give the commit-
tee a year’s notice and use that year to help gro o m
and break in a successor.  Senior committee mem-
bers, especially the finance committee chair and
subcommittee chairs, should make sure that new
members receive adequate mentoring and train-
ing. Subcommittee chairs in particular should del-
egate tasks and responsibilities to all subcommit-
tee members, not only in order to lighten their
own burden, but to give new members needed
hands-on experience.

Being a finance committee member can sometimes
be a frustrating task. But it is a job worth doing
and worth doing well. Performed with commit-
ment and care, a term on the finance committee is
an example of grassroots public service at its
democratic best. It can be a re w a rding and satisfy-
ing way to make one’s town a better place to live,
as well as a way to sink deeper and sturdier ro o t s
in the community. 

This chapter was prepared by Marc Levy, Alice Carlozzi, Jennifer

Magee and Donald Levitan and was updated by Allan Tosti.
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The Commonwealth’s constitution eff e c t i v e l y
re q u i res the legislature to pass a balanced budget.
Each fiscal year, the Governor recommends a bud-
get to the legislature and the legislature appro p r i-
ates funds for expenditures for the fiscal year. In
all but exceptional cases, an appropriation by the
l e g i s l a t u re must provide funds for an expenditure
b e f o re the expenditure will be recognized as an
obligation of the Commonwealth.  

The “budgeted operating funds” are funds appro-
priated in the Commonwealth’s annual state bud-
get (these funds do not include the state’s capital
p rojects funds, into which the proceeds of the
Commonwealth bonds are deposited). The two
principal budgeted operating funds are the gener-
al fund and the highway fund. Expenditures fro m
these three funds account for approximately 97
p e rcent of total expenditures of Massachusetts’
budgeted operating funds. 

The Budget Process and Calendar

The budget process in the Commonwealth com-
mences in July or August when the Executive
O ffice for Administration and Finance distributes
to all state agencies the expenditures for the prior
fiscal year and the actual appropriations for the
c u r rent fiscal year. On or before August 15 of each
y e a r, the Executive Office for Administration and
Finance officially estimates revenues for the cur-
rent fiscal year and the year immediately follow-
ing. Agency budget requests, including re q u e s t s
for capital outlays, are then submitted to the
a p p ropriate secretaries, the budget bureau in the
Executive Office for Administration and Finance
and the legislative committees on Ways and
Means of the House and Senate. Constitutional
o fficers, the legislature and the judiciary submit
their requests directly to the budget bureau.   

In September/October, open hearings for the
ensuing fiscal year’s budget are held by the secre

taries in accordance with schedules established by
the Executive Office for Administration and
Finance. Following the open hearings on agency
requests, secretarial recommendations are for-
w a rded to the Governor and the Executive Off i c e
for Administration and Finance. The Executive
O ffice for Administration and Finance reviews the
recommendations of the secretaries and submits
them to the Governor for approval.  During
D e c e m b e r, the executive budget re c o m m e n d a t i o n s
a re assembled (and printed) and the Governor,
unless s/he is newly-elected, formally submits the
budget recommendations, including re c o m m e n d a-
tions for capital outlays, to the legislature on the
fourth Wednesday in January (a new Governor
has an additional five weeks to submit budget re c-
ommendations).  

After the Governor has formally made the budget
recommendations, the legislature considers the
recommendations and enacts a general appro p r i a-
tion bill. Since the Governor has a line item veto,
s/he may disapprove the general appro p r i a t i o n
bill in whole or in part.  Once the Governor
a p p roves the legislature’s general appro p r i a t i o n
bill, it becomes the Annual A p p ropriations Act.  If
during the course of a fiscal year the Governor
believes that appropriations are insufficient to pro-
vide for projected expenditures, the Governor may
seek a supplemental appropriation.    

The budget that is eventually signed into law
marks the completion (apart from program perfor-
mance analysis and evaluation) of the budget and
lawmaking processes.  For the purposes of the
Commonwealth’s local aid program, finance com-
mittee members will see the outcome of the bud-
get process, and program funding therein, re f l e c t-
ed in their municipality’s Cherry Sheet. The annu-
al state budget includes budgeted items by
account number and separate legislative items
found in the outside sections. 

Intergovernmental Fiscal
Relations: The Commonwealth4
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Local Aid
The local aid programs are generally re f e r red to as
Cherry Sheet programs.  The Cherry Sheets are the
o fficial notification from the Commissioner of
Revenue of the next fiscal year’s estimated state
aid and assessments to cities, towns, and re g i o n a l
school districts.  The purpose of the Cherry Sheets
is to ensure that local budgets reflect realistic esti-
mates of the amount of revenue a municipality or
regional school district will receive from the state
during the upcoming fiscal year as well as the
amounts the municipality or regional school dis-
trict will be assessed for participating in certain
p rograms.  Because the Cherry Sheets are an inte-
gral part of a municipality’s budget, finance com-
mittee members should have a clear understand-
ing of their community’s Cherry Sheet aid and
assessments.  

The Department of Revenue (DOR) is re s p o n s i b l e
for notifying municipalities of their Cherry Sheet
aid and assessments on forms CS 1-ER
( a i d / receipts) and CS 1-EC (assessments/charg e s ) .
The DOR notifies regional school districts of their
receipts and charges on form CS 2-ER.  The Ta x
Rate Recapitulation Sheet, filed by local assessors
with the Department of Revenue, Division of Local
Services to certify property tax rates, must re f l e c t
the aid and assessment amounts contained on the
Cherry Sheet forms distributed to municipalities.
See Appendix L.

Cherry Sheet Receipts
T h e re are three basic types of aid programs on the
Cherry Sheet: distributions, reimbursements and
o ffsets.  Distributions provide funds on a formula
basis.  Reimbursements provide full or partial
funding for specific program expenditures. Off s e t
items are amounts that constitute categorical aid
and must be spent for specific programs. Off s e t
items may be spent without appropriation in the
local budget. All other receipt items on the Cherry
Sheet are considered revenues of the municipali-
ty’s or the regional school district’s general fund
and may be spent for any purpose, subject to
a p p ro p r i a t i o n .

Cherry Sheet Assessments/Charges
Ch. 59, s 21 M.G.L. also re q u i res the
Commissioner of Revenue to provide municipali-
ties and regional school districts with advance esti-
mates of state assessments and charges and county
tax assessments. Local assessors are re q u i red to
use these figures in determining the local pro p e r t y
tax rate.

Cherry Sheet form CS 1-EC notifies municipalities
of the estimates of charges from the state and
county governments. Regional school districts are
notified of their assessments on form CS 2-ER.
After Cherry Sheets are issued, adjustments to the
actual assessments are applied as final data
becomes available from the administering agencies
of the various pro g r a m s .

Cherry Sheet Payment/Assessment
Schedule 
Cherry Sheet aid payments are generally made on
a quarterly, semiannual or annual basis, depend-
ing upon the aid category. Cherry Sheet charg e s
generally are deducted from a municipality’s or
regional school district’s aid during the quarterly
distribution process. Final assessment adjustments
a re usually made in the last two quarterly local aid
distributions. Apayment schedule for Cherry
Sheet programs is available from the Department
of Revenue.

The DOR enforces Chapter 58 s 18F M.G.L.  This
p rovision of the law allows the withholding of
Cherry Sheet aid to municipalities that have not
submitted the prior year’s Schedule A to the
Department of Revenue. Aid withheld is distrib-
uted to the appropriate municipality once the
report has been submitted and accepted by the
Department of Revenue. 

Lottery Aid

The Commonwealth distributes aid to municipali-
ties from the State Lottery Commission pro c e e d s
t h rough the “lottery formula.” This formula is
based on population and equalized valuation
(EQV). The Lottery formula is equalizing, with



municipalities with lower property values re c e i v-
ing proportionately more aid than those with
g reater property values. The formula also includes
a pro-ration factor that adjusts the formula accord-
ing to the net Lottery receipts available. The for-
mula is normally applied only to the new lottery
aid, that is the amount above what was distributed
the previous year.

The Lottery distribution is funded through a trans-
fer of funds and not by appropriation, although
the total amount of the annual distribution is stipu-
lated in Section 3 of the annual budget. DOR’s
Division of Local Services certifies to the tre a s u re r
the amounts to be distributed to the municipalities.
No local action is necessary to receive lottery
funds. Municipalities receive lottery aid on a quar-
terly basis.

County Assessments Procedures & the
County Advisory Board
For many years there were fourteen counties below
the level of state government. Until the 1970s they
w e re responsible for operations of certain courts,
jails and houses of correction and registries of pro-
bate and deeds. Some operated agricultural
schools, hospitals and other specialized entities.
County governments assessed constituent cities
and towns for part of the cost for services through a
county tax handled as a Cherry Sheet assessment.

Over the next few decades judicial personnel and
district attorneys were transferred to the state and
some court buildings and related maintenance per-
sonnel were likewise transferred. During this peri-
od, some new facilities to be occupied by county
personnel were constructed by the state.
C o n c u r re n t l y, many counties incurred operating
deficits that re q u i red substantial supplemental
budgets from the state.

Beginning in 1997 the Legislature abolished certain
counties and transferred registries of deeds, sher-
i ffs and court maintenance functions to the
Commonwealth. Counties with debts and obliga-
tions that exceeded cash transferred to the state
w e re given amortization schedules to allow munic-
ipalities to repay their debt over time.

The governments in Franklin, Middlesex,
Hampden, Wo rc e s t e r, Hampshire, Essex and
B e r k s h i re counties have been abolished. Nantucket
and Suffolk Counties remain with limited ro l e s
and their county commissioners are the Nantucket
Selectmen and the Boston City Council re s p e c t i v e-
l y. Barnstable, Bristol, Dukes, Norfolk and
Plymouth counties operate as they have historical-
l y. These four counties continue to assess their con-
stituent municipalities for part of their budgets and
have limited powers relating to borrowing and
other financial matters.

The county budget approval process is undertaken
by the county advisory board for county expendi-
t u res. The county advisory board has authority to
i n c rease, decrease, or revise the operating, capital,
and/or supplementary budgets submitted by the
county commissioners. Thus, all county appro p r i a-
tions are made by the appropriate county advisory
b o a rd. This board is composed of re p re s e n t a t i v e s
f rom each of the municipalities of the county.
These members include: chairmen of boards of
selectmen; city managers; mayors; and town man-
agers or administrators for those towns which do
not have selectmen. The role of the finance com-
mittee is confined to review and comment.

The county budget process starts with the collec-
tion of requested appropriations from all county
departments by the county commissioners. The
commissioners review the requests, hold public
hearings and vote their recommendations that are
submitted to the advisory board. The advisory
b o a rd then reviews the commissioners’ budget
requests, holds a public hearing and finally votes
the budget for the next year. Each appointed mem-
ber can enter a “Yea” or “Nay” vote with respect to
a p p roval of the county budget. Each municipality
has a weighted vote proportional to its pro p e r t y
value. Amajority vote is re q u i red to veto or
a p p rove the county budget.

Once the county tax levy is set (usually in
September), tax statements are sent by county
commissioners to their member municipalities.
The county tax is paid directly by member munici-
palities; no individual property tax owner re c e i v e s
a “county tax bill.”
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County Tax Assessment Formula & the
Town Tr e a s u r e r
Amunicipality’s county tax assessment is based
upon its equalized valuation (EQV) as a share of
the total county EQV. These EQVs are incorporated
into the county tax assessment formula in order to
determine the member municipalities’ share of the
total county tax. Once the assessment has been
determined, the county commissioners send local
t re a s u rers the member communities’ county tax
assessment. County taxes are paid on a semi-a n n u-
al basis in November and May.

Cherry Sheet Assessments Under
Proposition 21/2

Under the provisions of Proposition 21/2, the fol-
lowing agencies’ or counties’ assessments cannot
i n c rease by more than 21/2% of a prior year’s actual
assessments: county tax, mosquito control pro j e c t s ,
air pollution districts, Metropolitan A rea Planning
Council, Old Colony Planning Council,
Massachusetts Bay Transit A u t h o r i t y, Boston
M e t ropolitan Transit A u t h o r i t y, and regional tran-
sit authorities. However, administering agencies or
authorities can increase their total assessments by
m o re than 21/2% if they can demonstrate to the
DOR that the increase is due to the provision of
new services.

Proposition 21/2

P roposition 21/2 places constraints on the amount
of property tax levy a city or town can raise and
how much the property tax levy can be incre a s e d
f rom year to year. Throughout the budget pro c e s s ,
a municipality should gauge Proposition 21/2’ s
impact on its ability to pay for budgetary expendi-
t u res. (See Chapter 6.)

Proposition 21/2 & The State Auditor’s
O ffice: Division of Local Mandates
Within the State A u d i t o r’s office is the Division of
Local Mandates. This division evaluates all pro p o s e d
and actual legislation to determine the financial
impact on the Commonwealth’s cities and towns. In

a c c o rdance with state law, the Commonwealth is
re q u i red to reimburse cities and towns for any costs
i n c u r red through mandated programs established
after the passage of Proposition 21/2, unless expre s s-
ly exempted from those provisions. The State
A u d i t o r’s financial analysis is used to establish the
amount of reimbursement due.

R e s o u r c e s

Each level of government (federal, state, and local)
enacts laws. A body of laws re f e r red to as munici-
pal laws regulate municipal governments. The
intent of all enacted laws is to impose certain re g u-
lations on the manner by which a community is
governed. Municipal laws include not only the
laws of the state, but also the laws of the town or
c i t y, otherwise known as bylaws and ord i n a n c e s .
By definition, a bylaw is a local law or a municipal
statute of a town.

Today information is available on the Internet that
makes re s e a rch far less labor intesive. From the
convenience of your home or office you have
access to government on all levels. One helpful
Internet portal is www.mass.gov because it links
you to all Massachusetts state agencies, the legisla-
t u re, court decisions, general laws, etc. If you do
not have access to the Internet, publications are
available in public libraries, law libraries located in
law schools, in federal, state, county and city  cour-
thouses and in state off i c e s .

At the local level, bylaws and municipal ord i-
nances are usually printed and available to the
public. The town or city clerk has certified copies
of bylaws or ordinances that have been passed by
the appropriate governing bodies.  Incre a s i n g
numbers of municipalities have Internet sites fro m
which you can get a great deal of data.  For infor-
mation about municipal government and links to
cities and towns visit www. m m a . o rg .

New Material
The Secretary of the Commonwealth is re s p o n s i b l e
for publishing and making available certain infor-
mation and databases on the operation of state and
local governments in Massachusetts. They publish
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a catalog on all reports and information available
f rom all units of state government.

Other publications that may be of interest to local
o fficials are: the Code of Massachusetts Regulations,
the Massachusetts Register, the Central Register,
Advance Publication of Current Acts and Resolves,
and the Cumulative Table. The following are brief
descriptions of these re s o u rc e s.

Code of Massachusetts Regulations (CMR): is the
complete set of administrative law (re g u l a t i o n s )
p romulgated by state agencies pursuant to the
Administrative Pro c e d u res Act (Chapter 30
M . G . L ) .

Massachusetts Register: is the bi-weekly publica-
tion mandated by the Administrative Pro c e d u re s
Act (Chapter 30A M.G.L. ). The register publishes
new and amended regulations; notices of hearings
and comment periods related to prospective or
draft regulations; and a cumulative index of re g u-
latory changes for the current year. The re g i s t e r
also publishes notices of public interest, as well as
opinions of the Attorney General and Executive
O rd e r s .

Central Register: is the weekly source for informa-
tion about state, county and municipal contracts
being put out to bid for the design, constru c t i o n
and re c o n s t ruction of public facilities in the
Commonwealth. Invitations to bid, lists of contrac-
tors picking up specifications on a weekly basis,
and final awards of contracts are all published.
P roposals and advertisements for the lease, sale or
transfer of real property are published, as are lists
of certified minority and women contractors and
contractors who have been debarred from state
w o r k .

Advance Publication of Current Acts and Resolves:
p rovides advance publication of laws and re s o l v e s
enacted during a current legislative session is
re q u i red by Chapter 5 s 3 M.G.L. The Secretary of
the Commonwealth publishes these session laws
immediately after enactment and distributes
“pamphlet” editions of the advance copies during
the legislative session. The “pamphlets” include a
cumulative list containing the bill number, title,
chapter number and enactment date, and a list of

Massachusetts General Laws amended by the cur-
rent legislative actions.

Single copies of laws are available at the State
B o o k s t o re and at the Western Secretary of the
Commonwealth. Bound editions of all the laws
enacted during each session are published a few
months after the session has ended.

The Cumulative Table: informs subscribers of
changes and amendments to all state re g u l a t i o n s .
Included are the subject matter, issue and date of
the Massachusetts Register in which the change
was printed. Each monthly issue of the
Cumulative Table contains an order form allowing
subscribers to order an amendment directly fro m
the State Bookstore .

An important feature of the Cumulative Table is
that it notifies subscribers of the promulgation of
e m e rgency regulations. Regulations adopted on an
e m e rgency basis, though they may be temporary,
have the full force and effect of law.

The State Bookstores: The Secretary of the
Commonwealth publishes a Bookstore Catalog.
The catalog is available through the Internet at
w w w.sec.state.ma.us or at the bookstore in Boston
or Springfield:

State Bookstore
S e c retary of the Commonwealth
State House, Room 11 6
Boston, MA0 2 1 3 3
(617) 727-2834

State Bookstore We s t
S e c retary of the Commonwealth
436 Dwight Stre e t
Springfield, MA0 11 0 3
(413) 784-1376

The Attorney General’s Municipal Law
U n i t
The Muncipal Law Unit is part of the
Administrative Law Division within the A t t o r n e y
General’s Government Bureau. The Unit carries
out the Attorney General statuatory duty to re v i e w
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local bylaws and zoning bylaws as well as pro-
posed municipal charters and their amendments. It
decides whether the proposals are consistent with
the constitution and the laws of the
Commonwealth. If an inconsistency between the
p roposed amandments and state law exist, the
amendments or portions thereof will be disap-
p ro v e d .

The Municipal Law Unit advises the A t t o r n e y
General on matters relating generally to municipal
law and local government. This incudes pending
or threatened litigation in which the legality of
state or local laws is challenged. The A t t o r n e y
General is permitted by statute to intervene in
such cases.

The Unit works with town attorneys and local
public officials to help communities to avoid legal
p roblems, to comply with state law, and to func-
tion effectively in the best interests of the citizens
of the Commonwealth. Unit staff is not authorized
to give leagal advice other than as pre s c r i b e d .
Nevertheless, time permitting, they are willing to
discuss municipal law issues with municipal attor-
neys and local public officials and to suggest other
re s o u rces that might offer appropriate guidance
and help.

This chapter was pre p a red by Representative Paul
C a s e y, Senator Marc Pacheco, Daniel E Donahue,
Robert Wright, Mariyln Browne and Kay M. Upham
and updated by Marilyn Browne (re p resenting her opin -
ions and conclusions and not necessarily those of the
Department of Revenue).
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I n t r o d u c t i o n
Since the passage of the Education Reform Act of
1993, municipalities have had to meet mandatory
school spending re q u i rements when pre p a r i n g
their budgets. The policy goals of education re f o r m
a re twofold:  

to achieve adequate funding for all local and
regional school districts over a seven year
period; and 

to bring equity to local taxation effort based
on a community’s ability to pay.

In most cases, achieving adequate school spending
re q u i res local governments to increase their contri-
butions to education in conjunction with incre a s e s
in state education aid. However, certain communi-
ties, with a limited ability to pay, were allowed to
d e c rease their local spending on education, with
the state providing enough aid to make up this dif-
f e rence and move the community closer to an
“adequate” level of school spending.

Although FY2000 marked the seventh and last
year of prescribed state funding increases con-
tained in the Education Reform Act, the school
finance formula remains operative in statute.
H o w e v e r, annual budget language and education
aid appropriations since FY2000 have altered the
funding formula in recent years. In FY 2004, for
example, education aid was reduced by 20 perc e n t
in all communities, and only those that needed
additional aid to maintain foundation spending
w e re given increased aid above the reduced level.  

At this point, it is not clear how future legislation
will affect the calculation of local contributions and
state aid for education. Among the current issues is
the report of Superior Court Judge Botsford to the
S u p reme Judicial Court (SJC) in the Hancock case
concerning the adequacy of education funding.
Any decision by the SJC, or future legislation that
a d d resses Judge Botsford’s concerns, may result in
the court requiring increased funding for educa-
tion, particularly in poorer districts.  

Foundation Budget
An adequate level of school spending is defined in
the law as the “foundation budget.” The founda-
tion budget calculations allocate fixed spending
t a rget amounts per pupil for teachers’ salaries and
benefits, support staff salaries and benefits, utili-
ties, maintenance costs and books and equipment,
among other things. These calculations are adjust-
ed annually for inflation and also take into account
the school district’s pupil characteristics and the
regional labor market. For example, the foundation
budget factors in an added cost for educating low
income, bilingual and vocational pupils.  It also
factors in additional costs for special education
pupils, though these costs are capped at a level
that is lower than the actual costs of most districts.
The salary components of the foundation budget
calculations are then adjusted upward based on
regional wage levels compared to state average
wage levels.  Totals of all the foundation budget
components make up the overall foundation
spending target for each town.    

Since all districts were brought up to foundation in
fiscal year 2000, subsequent formula amendments
in state budget language have sought to maintain
foundation spending and target aid to communi-
ties and districts based on relative wealth.
Depending on ability to pay, any gap between
prior year spending and the new foundation bud-
get will be funded through some combination of
additional local contribution and state aid. Modest
attempts have also been made to address historic
inequities re g a rding the percent of Chapter 70 edu-
cation aid a community receives relative to its total
foundation budget. 

Determining Ability to Pay
State budget language since FY2001 has altered the
m e a s u rement of local ability to pay to rely on more
c u r rent data.  Local ability to pay is now a function
of both current property wealth as measured by
equalized valuation and the community’s median
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income relative to the state average.  Equalized val-
ues are pre p a red by the Department of Revenue
(DOR) every two years, and are estimates of pro p-
erty values that control for diff e rences in local
assessing practices and revaluation schedules.  To
determine ability to pay, the residential portion of
equalized value for each municipality is multiplied
by the ratio of the municipality’s median income
per person compared to the state average income.
The income data is from the three most re c e n t
years as reported to DOR for state income tax pur-
poses.  The income adjusted residential valuation is
then added to the equalized value of the other
p roperty classes and divided by the number of
pupils.  The adjusted value per pupil is then com-
p a red to the state average.  The ability to pay mea-
s u re has not played a role in the formula in FY2004
or FY2005 when aid was reduced and then level
f u n d e d .

Municipal Revenue Growth Factor

The municipal revenue growth factor (MRGF) is an
estimate of the total percentage increase in a
municipality’s general purpose revenues from one
year to the next.  ypically, a municipality must
i n c rease its minimum local contribution for educa-
tion by at least this growth factor percentage, thus
ensuring that the schools receive their fair share of
i n c reasing revenues. Consequently, the MRGF is
critical to estimating re q u i red increases in school
spending for budgetary purposes. 

The MRGF calculation is based on the combined
p e rcentage increase of three separate revenue com-
p o n e n t s :

Tax Levy 
I n c reases are based on an automatic 2 1 / 2 p e rc e n t
i n c rease in the previous year's levy limit, plus an
estimate of new levy growth based on a three year
average of new growth as a percentage of the prior
year's levy limit. Overrides occurring after FY1993
and all debt exclusions are excluded from the tax
levy calculations.    

General Revenue Sharing
I n c reases or decreases are based on the annual
change in general revenue sharing as calculated by
the combined change in three Cherry Sheet pro-
grams: additional assistance, state owned land and
l o t t e r y.  Initial estimates for these revenue incre a s e s
a re based on the state aid figures appearing in the
G o v e r n o r’s budget, House Bill 1, which is typically
released in late January.   

Unrestricted Local Receipts
The seven local receipt categories used in the
MRGF calculation are: motor vehicle excise, other
excise, penalties and interest on taxes and excise,
payments in lieu of taxes, fines and forfeits, invest-
ment income and other recurring miscellaneous
receipts.  User fees such as water or sewer re c e i p t s
a re excluded since they are intended to offset the
cost of providing particular municipal services.
The growth in local receipts is measured by com-
paring the budgeted receipts in the prior year to
those budgeted in the current year.  For example,
in the FY2005 MRGF calculation, the budgeted
receipts for FY2003 are compared to those budget-
ed for FY2004, as this is the most current data
available when the calculation is done.

State Aid
A municipality’s growth in foundation budget and
its ability to pay determine the amount of addition-
al Chapter 70 aid that the community will re c e i v e .
H o w e v e r, in recent years, ability to pay has not
been a relevant factor as aid was reduced or level
funded in most districts.  n all likelihood, the cur-
rent ability to pay calculation, or a modified ver-
sion, will probably resurface as a factor as the legis-
l a t u re considers changes to the formula.  The
adjusted equalized valuation calculation described
above is used to award new aid to communities
receiving less aid than their relative wealth or abili-
ty to pay indicates they should.  It has also been
used to award aid to communities and districts
with growing foundation budgets.  Those with
adjusted values below the state average will
receive a larger share of foundation budget gro w t h
f rom aid than those communities above the state
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average.  In addition, the calculation may be used
in the future to begin to address historic inequities
in a community’s aid as a percentage of founda-
tion budget.  In other words, as state appro p r i a-
tions allow, aid will be directed to communities
and regional schools that receive less aid than their
relative wealth indicates they should.  

Net School Spending

The total education reform school spending
re q u i rement is called “net school spending.”  This
f i g u re is the combination of the minimum re q u i re d
contribution from local revenues plus state
Chapter 70 education aid.  Net school spending
does not include school transportation or school
c o n s t ruction costs.  These costs vary significantly
a c ross the state and are not included in the founda-
tion budget, although they are re i m b u r s a b l e
t h rough other state aid programs.  Net school
spending can be met through a combination of
d i rect appropriation to the school department bud-
get and indirect costs appearing in other municipal
budgets.  For example, school health and pro p e r t y
insurance costs may appear in the municipal tre a-
s u re r’s budget, yet they should be included in the
calculations to meet net school spending. 

To determine the school department appro p r i a t i o n
necessary to meet net school spending, allowable
i n d i rect costs must first be calculated.  A l l o w a b l e
i n d i rect costs include costs such as school choice
and charter school tuition payments, school
employee benefits, property insurance, school
maintenance costs incurred by other departments
and administrative costs such as accounting, pay-
roll and data processing.  Allowable costs and the
available methods for calculating these costs are
c o v e red in the Department of Education’s (DOE’s)
“Guidelines for Student & Financial Reporting”
issued in June of 1998.  Deducting these indire c t
costs from re q u i red net school spending yields the
school department operating appropriation needed
to meet net school spending.  

It should be noted that if municipalities re c e i v e
any general fund school revenues, such as tuition
payments from other towns or charter school re i m-
bursements (school choice revenues are considere d

special revenue funds), these funds must be spent
in addition to net school spending.  School trans-
portation and capital appropriations must be
added to the school operating appropriation to
arrive at the total school department appro p r i a-
tion.  

For those municipalities and regional school dis-
tricts that fail to meet at least 95 percent of their net
school spending re q u i rement, state school aid may
be reduced in the following year.  If spending is
above 95 percent of net school spending, but below
100 percent, the shortfall must be carried forward
and spent in addition to the subsequent year’ s
re q u i red net school spending.  In many cases, how-
e v e r, actual spending is above re q u i red net school
spending so above penalty provisions affect re l a-
tively few municipalities.  Budgeted school spend-
ing in the current year and actual spending fro m
the prior year are reported to DOE on the End-of-
Year Pupil and Financial Report on Schedules 19
and 1, re s p e c t i v e l y.

School Construction Grants
In July of 2004, the Legislature approved legisla-
tion (Chapters 208 and 210 of the Acts of 2004) that
reforms state school construction finances.  The
legislation provides for a new School Building
Assistance Authority that will be chaired by the
state Tre a s u rer and includes the Secretary of
Administration and Finance, the Commissioner of
Education and four other members.  State funding
for local school projects will come from a combina-
tion of state borrowing and dedication of a portion
of state sales tax revenues.  Payments for ongoing
p rojects currently receiving reimbursements will
continue as scheduled.  Projects that have not yet
received the first state payment will receive a lump
sum amount re p resenting the state’s share of the
p roject costs.  Consequently, when these communi-
ties finish their projects and convert BANs to long-
term bonds, the bond issue will be only for the
local share.  Reimbursement rates for those pro j e c t s
c u r rently on the waitlist are grandfathered, howev-
er new projects added once the SBA moratorium is
lifted in 2007 will be reimbursed at lower rates
ranging from 40 to 80 percent. (See Chapter 12)
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Special Education Circuit Breaker
The recently created circuit breaker (Chapter 71B s
5 A M . G . L .) is intended to provide re i m b u r s e m e n t
to school districts for the cost of individual special
education students in excess of four times the state
average per pupil foundation budget.  The re i m-
bursement formula provides for a 75 percent re i m-
bursement of the amount in excess of four times
the state average per pupil foundation budget.
The circuit breaker replaces the old “50/50” spe-
cial education reimbursement program that pro-
vided for a 50 percent state reimbursement only
for residential school placements.  In contrast, the
c i rcuit breaker provides reimbursement for all
high cost special education pupils re g a rdless of the
type of their placement.  

For budgetary planning purposes, school districts
should reduce the special education appro p r i a t i o n
by the estimated amount of the circuit bre a k e r
reimbursement.  When state reimbursements are
received they are placed in a special fund called
the “State Special Education Reimbursement
Fund” and may be spent without further appro-
priation.  Initially, expenses incurred are charg e d
to the regular school committee appropriation and
then these expenses are transferred to the Fund as
the state reimbursements are received.  Beginning
in FY2005, the amount of the reimbursement will
be based on the prior year costs, rather than cur-
rent year costs, in excess of four times the state
average per pupil foundation budget ($29,320 in
FY2004).  

School Committee’s Role
A factor worth noting when preparing the budget
plan is the line-item autonomy of the school com-
mittee.  Though town meeting may approve a
detailed school budget, to the extent that these
line-item appropriations relate to curriculum or
school operating costs, the school committee is not
bound by them and can transfer funds among
them.  

If the school budget is voted as a single line-item,
the school committee may decide to use more of
the appropriation to support ineligible net school

spending costs such as transportation and capital
p rojects.  Case law suggests that the school com-
mittee cannot make these transfers -- thus jeopar-
dizing compliance with net school spending -- if
their municipality’s town meeting establishes sep-
arate appropriations for operating costs (net school
spending), transportation costs and capital pro-
j e c t s .

This chapter was written and updated by Rick Kingsley.
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I n t r o d u c t i o n
Enacted by Massachusetts voters in 1980,
P roposition 21/2 fundamentally changed the munici-
pal fiscal landscape, revolutionizing the budget
p rocess in the Commonwealth’s cities and towns.

E x p e n d i t u re budgets in most communities prior to
the implementation of Proposition 21/2 w e re adopt-
ed in the spring with little, if any, analysis of pro-
jected revenues for the next year. Such analyses
had been considered unnecessary, because the
budget could always be balanced by raising pro p-
erty taxes when the assessors set the tax rate in the
fall. Proposition 21/2 dramatically changed this
p rocess by limiting the property tax revenues cities
and towns could legally assess each year to sup-
port their budgets.

What is Proposition 21/2?
P roposition 21/2 (Chapter 59 s 21 CM.G.L. ) estab-
lishes two types of restrictions on the annual pro p-
erty tax levy. First, communities are pro h i b i t e d
f rom levying more than 21/2 p e rcent of the total full
and fair cash value of all taxable real and personal
p roperty in the community. This limit is called the
levy ceiling. Second, and more importantly, a com-
munity’s levy is constrained in the amount it may
i n c rease from one year to the next. The maximum
amount a community can levy in any given year is
called the levy limit. The levy limit is always
b e l o w, or at most, equal to the levy ceiling. It may
not exceed the levy ceiling.

Under Proposition 21/2, a community’s levy limit
i n c reases automatically each year by two factors:

• an increment of 21/2 p e rcent of the prior year’s levy
l i m i t , and 

• a dollar amount derived from the value of new
construction and other gro w t h in the local tax
base since the previous year that is not the

result of property revaluation. This “ new
g rowth” increase, which varies from year to
y e a r, recognizes that new development often 
results in additional municipal costs, such as, 
for example, where the construction of a new
residential subdivision causes an increase in 
school enrollment or public safety expenses.

P roposition 21/2 does provide communities with
flexibility to levy more than their levy limits. Wi t h
two exceptions, however, all such additional taxes
must be approved by the voters at an election by a
majority vote. The law establishes two types of tax
i n c reases: overrides and exclusions, and also
details the re f e rendum pro c e d u re a community
must follow to pass overrides and most exclusions.

A levy limit override is used to obtain additional
funds for annual operating budgets and fixed
costs. An override increases the community’s levy
limit for the fiscal year voted and becomes part of
the base for calculating future years’ levy limits.
The result is a permanent increase in the amount of
p roperty taxes a community may levy.  If the over-
ride is to fund a stabilization fund, however, two
t h i rds of the selectmen must vote to allocate the
additional levy capacity from the override to the
same purpose in each future year for it to be
included in the levy limit for that year. The over-
ride may be for any amount, so long as the new
levy limit, including the override, does not exceed
the overall levy ceiling of 21/2 p e rcent of the full
and fair cash value of the tax base. An override
question is placed on the ballot by a majority vote
of the selectmen and must follow the language
specified in the law.

The second option, an exclusion, may be used to
raise additional taxes to fund capital projects only.
This includes public building and public works
p rojects, as well as land and equipment purc h a s e s .
A debt exclusion is used to raise additional taxes
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for the annual debt service costs of projects funded
by borrowing. A capital outlay expenditure exclu-
sion is used when the project is funded by an
a p p ropriation. Unlike overrides, exclusions do not
become part of the levy limit and there f o re, they
do not result in permanent increases in the amount
of property taxes a community can levy. 

Exclusions are temporary property tax incre a s e s .
The additional amount is added to the levy limit
only during the life of the debt in the case of a debt
exclusion, or for the year in which the project is
budgeted in the case of a capital outlay expendi-
t u re exclusion. Also, unlike overrides, the amount
of an exclusion is not limited. Exclusions may
i n c rease the tax levy above the levy ceiling. The
language to be used for both exclusion questions is
also found in Proposition 21/2. Both exclusions
re q u i re a two-thirds vote of the selectmen to be
placed on the ballot.

Two types of exclusions do not re q u i re voter
a p p roval. The first is a special debt exclusion that
allows a community to raise its debt service costs
for water or sewer projects outside of the levy limit
or ceiling if water or sewer rates are reduced by
the same amount. The second is a special debt, or
capital outlay expenditure, exclusion for communi-
ties with programs to assist homeowners to re p a i r
or replace faulty septic systems, remove under-
g round fuel storage tanks or remove dangero u s
levels of lead paint in order to meet public health
and safety code re q u i rements. Under the pro-
grams, local boards of health contract for the work
and homeowners repay all project costs by having
a portion added to their property tax bills, with
i n t e rest, for up to 20 years. The amounts appro p r i-
ated to fund the programs, or the debt service costs
on any borrowings, are automatically raised out-
side the levy limit or ceiling.

P roposition 21/2 also allows a community to re d u c e
its levy limit by passing an underride. When an
underride passes, the levy limit for the year decre a s-
es by the amount voted. This reduces the base for
calculating future years’ levy limits, which results in
a permanent decrease in the amount of pro p e r t y
taxes the community may levy. An underride ques-
tion re q u i res a majority vote of the selectmen to be

placed on the ballot. It may also be placed on the
ballot by the people using a local initiative pro c e-
d u re, if one is provided by law. Underrides are
a p p roved by majority vote of the electorate.

How Proposition 21/2 A ffects Budgets

P roposition 21/2 does not limit appropriations, only
p roperty taxes, and no other statute re q u i res that
the local appropriating body adopt an annual
e x p e n d i t u re within a specified revenue figure .
Since neither the levy limit, nor local receipts, state
aid nor other revenues that support the budget, are
definitely fixed at the time the budget is adopted,
compliance with Proposition 21/2 cannot be deter-
mined until the tax rate is set several months into
the new fiscal year. At that time the budget must
be balanced within the levy limit.

In an effort to be prudent, however, communities
attempt to adopt expenditure budgets in the spring
within reasonable estimates of property tax and
other revenues likely to be available for the year.
Nevertheless, budgets with a higher level of appro-
priations than supported by estimated re v e n u e s
could be in place at the beginning of the fiscal year.
A p p ropriations are valid spending authority in such
cases until they are rescinded by the local appro p r i-
ating body. Departments may continue to spend at
a p p ropriated levels even though spending cuts will
p robably be needed to bring the budget into bal-
ance. A l t e r n a t i v e l y, additional revenue may be
sought by placing an override or exclusion before
the voters. A p p roval of the re f e rendum will bring
the budget into balance and allow a tax rate to be
set. However, defeat of such a re f e rendum does not,
of its own force, rescind the budget as a whole or
any particular appropriations made for the purpos-
es described in the question. Difficulties can occur in
resolving any diff e rences in the spending decisions
made by the appropriating body and taxing deci-
sions made by the voters. This can create uncertain-
ty in the delivery of municipal services and delays
in setting the tax rate.

Contingent Appropriations
Towns can use another budgeting option that elim-

6-2



inates the need for town meeting to take further
action on the annual budget or special purpose
a p p ropriations after a re f e rendum. When voting
specific appropriations, town meeting can decide
that they will take effect only if additional pro p e r t y
tax revenues to support them are approved by the
voters, i.e., the appropriations are contingent upon
later approval of a Proposition 21/2 re f e re n d u m
question. Voter action on the re f e rendum then
determines whether those appropriations are eff e c-
tive grants of spending authority for the year.

This option recognizes the special difficulties towns
encounter in adopting a balanced budget and re v i s i t-
ing the budget after a re f e rendum decision. To w n
meeting action on the budget, which is usually sub-
mitted by the finance committee, is not confined to
the recommended amounts. Because of the bro a d
scope of action aff o rded under warrant articles and
the advisory status of the finance committee’s bud-
get recommendations, town meeting almost always
has the power to vote appropriations exceeding the
recommended amounts and estimated available re v-
enues. School Committee of the Town of Hanson v.
Moderator of the To w n of Hanson, Plymouth
Superior Court C.A. 90-0922Aand 90-0 9 2 3 B
(1991)(Moderator cannot limit town meeting action
on budget recommendations by requiring motions
i n c reasing an item to include an offsetting decre a s e
in another item or a provision making incre a s e d
a p p ropriation contingent on Proposition 21/2 o v e r-
ride). More o v e r, a special town meeting must be
called whenever budget cuts or supplemental appro-
priations are needed or desired. This can result in
added expenses, as well as delays in finalizing the
budget and setting the tax rate.

Statutory Requirements
The use of contingent appropriations is governed
by Chapter 59 s2 1 C(m) M.G.L.  The basic re q u i re-
ments are as follows:

• All or any portion of an appropriation from 
the tax levy, available funds or borrowing 
may be voted contingent on the subsequent 
a p p roval of a Proposition 21/2 override or 
exclusion question.

• The purpose stated in the question must be 
substantially the same as the purpose stated
in the appropriation vote.

• The appropriation is not effective until the 
question is approved, i.e., the funds cannot 
be spent before appro v a l .

• The deadline for obtaining voter approval of
override or exclusion questions for contin-
gent appropriations made at an annual town
meeting is September 15. More than one ele-
tion may be held, but the appropriation is
null and void if the related question is not
a p p roved by September 15.

• The deadline for obtaining voter approval of
override or exclusion questions for contin-
gent appropriations made at any other town
meeting is 90 days after the close of the town
meeting at which the appropriation vote was
taken. More than one election may be held,
but the appropriation is null and void if the
related question is not approved by the end
of the 90 day period.

• If the contingent appropriation was made 
f rom the tax levy, the tax rate cannot be sub-
mitted to the Commissioner of Revenue for 
a p p roval until the question has been voted 
upon, or the deadline for holding an election
has passed, whichever comes first.

Language Needed
Any language indicating that the appropriation is
being made subject to the approval of a
P roposition 21/2 re f e rendum question is suff i c i e n t
to bring it within the provisions of Chapter 59
s21C(m) M.G.L. . For example, “subject to
a p p roval of a re f e rendum question under Chapter
59 s21C M.G.L. ” or “contingent upon passage of a
P roposition 21/2 ballot question” would both clear-
ly express town meeting’s intent to condition the
spending authority on subsequent voter action.

Avoid including the specific type of re f e re n d u m
question or an election date in the appro p r i a t i o n
vote if possible. The validity of the appro p r i a t i o n
could be questioned if the wrong type of re f e re n-
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dum question is cited or the election is not held on
the date specified.

Action Under Warrant Article

Town meeting may make any appropriation vote
contingent upon approval of a re f e rendum ques-
tion whether or not the warrant article under
which that vote is being taken includes “contin-
gency” language. More o v e r, inclusion of contin-
gency language in an article does not pre c l u d e
town meeting from voting an appropriation with-
out the contingency.

This is because of the broad scope of action aff o rd-
ed a town under a town meeting warrant article.
The purpose of a warrant article is simply to give
townspeople notice of the “subjects to be acted
upon” at the meeting. Chapter 39 §10 M.G.L. . A n
article does not need to contain details or fore c a s t
the precise action or actions the town may or will
take on the subject. Even if it includes those details,
the town may usually act in a diff e rent manner so
long as that action is incidental to or connected
with the subject of the article.

In a budget or appropriation article, this bro a d
scope of permissible action enables a town to fund
an appropriation by any lawful method, whether
specified in the article or not. Since raising the
funds for an appropriation from a Proposition 21/2

re f e rendum question is a funding method, town
meeting is free to use that particular method under
any appropriation article.

Timing of Election
As explained earlier, there are statutory deadlines
for obtaining voter approval of a re f e rendum ques-
tion to fund a contingent appropriation. For appro-
priations made at annual town meeting, the dead-
line is September 15. For appropriations made at
other town meetings, the deadline is 90 days after
the close of the meeting. This deadline should be
taken into consideration when voting contingent
a p p ropriations at a fall special town meeting.
Contingent appropriations voted at that time could
delay tax billing since the tax rate cannot be set if
the town can still hold an election.

E ffect of Contingency
A contingent appropriation vote simply conditions
the effectiveness of the appropriation on the
a p p roval of a re f e rendum question within a certain
time period. It does not place a question on the
ballot. The power to place Proposition 21/2 q u e s-
tions on the ballot rests solely with the selectmen
in towns. They may choose not to place a question
on the ballot for any or all contingent appro p r i a-
tions voted by town meeting. They can also decide
to place a question on the ballot for an amount less
than the contingent appropriation. In that case,
a p p roval of the question would make the appro-
priation effective only to the extent of the amount
stated in the question.

Referendum Approach
Aseparate re f e rendum question is not re q u i red for
each contingent appropriation. The selectmen may
include several appropriations within one question.
A l t e r n a t i v e l y, they can use the so-called “menu” or
“pyramid” approaches if the appropriations are for
operating or other non-capital purposes.

The only limitation is that the purpose of each con-
tingent appropriation that a re f e rendum question
is intended to fund must be described in the ques-
tion in substantially the same manner as the
a p p ropriation vote. The question does not have to
track the appropriation vote word for word, but it
should describe the purpose in a substantially sim-
ilar manner. In the case of operating appro p r i a-
tions, this limitation may mean that the selectmen
will not have as much flexibility in describing the
specific positions, programs or services the ques-
tion is intended to fund as would otherwise be the
c a s e .

Approval of Referendum
A p p roval of a re f e rendum question for the same
purpose as a contingent appropriation, within the
statutory deadline, determines whether that partic-
ular appropriation is effective. However, the validi-
ty of a re f e rendum question is not dependent on
the effectiveness of any particular appro p r i a t i o n
made for the same purpose.
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In other words, an override or exclusion appro v e d
by the voters always grants additional taxing
authority to a community. That authority is exer-
cised by including appropriations in the budget for
the purpose stated in the question. It is fully exer-
cised any time all appropriations for the stated
purposes, whether made subject to a re f e re n d u m
question or not, equal or exceed the amount in the
question. Subsequent changes, including re d u c-
tions, in those appropriations will not affect the
amount of the override or exclusion unless the
amended appropriations are below the amount of
the question.

Annual Budget

In most towns, the annual operating budget is pre-
sented under an omnibus budget article. Ty p i c a l l y,
the finance committee’s recommendations for each
line item and purpose are moved as the main
motion under the article. If the finance committee
p roposes any contingent operating appro p r i a t i o n s ,
the report should show the recommended amount
for each line item and in a separate column, the
additional amount recommended for that purpose
contingent upon approval of a re f e rendum ques-
tion. The amounts shown in both columns can
then be amended by town meeting. This is a prac-
tical format that lets town meeting members con-
sider and discuss the effect of the proposals (both
“non-override” and “override”) on a particular
department’s operations for the year. More impor-
t a n t l y, it clearly identifies the appropriations that
a re subject to any contingencies, which avoids dis-
putes about a department’s spending authority if
the re f e rendum question is defeated.

Some towns vote the entire operating budget con-
tingent upon approval of a re f e rendum question
for a portion of that budget. Ty p i c a l l y, that portion
is the total amount by which the adopted budget
exceeds the recommendations of the finance com-
mittee. The vote does not, however, include any
allocation of the contingent amount to specific line
items or purposes. This approach is not re c o m-
mended because the entire budget is probably not
e ffective if the question is defeated. A rg u a b l y, town
meeting intended only to make the amount any

line item exceeded the finance committee’s re c o m-
mendation subject to the contingency. However,
t h e re are often discrepancies between the total con-
tingent amount and the amount of increases in the
individual line items. Such discrepancies make it
impossible for the town clerk to certify the appro-
priations available for each department’s use if the
re f e rendum question fails.

Capital Expenditures

Special purpose appropriations for capital expen-
d i t u res, such as construction of new schools or
acquisition of conservation land, are often made
contingent on passage of a Proposition 21/2 re f e re n-
dum. Capital projects are typically funded by bor-
rowing, which means the debt authorization could
be contingent on passage of a debt exclusion.
P rojects funded from the levy or available funds
could be subject to a capital expenditure exclusion.
H o w e v e r, contingent appropriations for pro j e c t s
for which the town cannot legally borro w, such as
painting town hall or filling potholes, can only be
funded with an override. Chapter 59 s 21C(il/2)
M . G . L . .

Regional School Assessments
The regional school budget pro c e d u re is set forth
in  Chapter 71 s I 6B M.G.L.. After the re g i o n a l
school committee adopts the annual budget, each
member community is notified of its assessed
s h a re of the budget and must act to approve or dis-
a p p rove it. A member may approve the budget by
a vote expressly doing so, or by the more usual
practice of simply appropriating its entire assess-
ment (“a vote or votes by a local appro p r i a t i n g
authority to appropriate the municipality’s appor-
tioned share of the regional school budget shall
constitute approval of the annual regional school
district budget.”) Since appropriation of the full
amount assessed is re q u i red to approve the bud-
get, it follows that in the absence of a specific vote
to approve the budget, an appropriation of less
than the full assessment results in disapproval or
rejection of the budget. Once the re q u i red number
of members approves the budget (both communi-
ties in a two-member district and two-thirds of the
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communities in a three or more member district),
all members become legally obligated to fund their
assessments whether or not they approved the
budget. If the original budget is not approved, an
amended budget must be adopted by the re g i o n a l
school committee and submitted to the members
for their consideration in much the same manner
as the original budget. In either case, members can
only approve or disapprove the budget before
them. They cannot approve or disapprove any par-
ticular portion of it.

If a town uses contingent appropriations during this
p rocess, there are two approaches it may take. The
most practical is to appropriate a portion of the
assessment for the budget being considered (origi-
nal or amended) without any contingency and then
a p p ropriate the balance with one. In that case, the
portion with the contingency will become an eff e c-
tive appropriation if a levy limit override question
passes within the statutory time period. The town
will then have fully funded its assessment and
a p p roved the budget. If the override fails, the town
will have disapproved the budget. Because the
amount appropriated without the contingency is
still a valid appropriation, the town will have set
aside some funds to pay for its regional school
assessment. Then, if the budget under consideration
is disapproved and the requested funding level
under an amended budget is within the amount
a l ready appropriated, the town will not have to call
a special town meeting or take any other action in
o rder to approve that budget.

A l t e r n a t i v e l y, the town can make the entire appro-
priation for the assessment contingent on appro v a l
of an override for all or a portion of that assessment.
A p p roval of the override makes the entire appro p r i-
ation effective and results in approval of the budget.
The disadvantage of this approach is that the town
has no appropriation for regional school purposes if
the override is defeated so it will have to hold a spe-
cial town meeting to appropriate the re q u i red funds
b e f o re it can set its tax rate.

A town may make an appropriation for its
assessed share of capital expenditures not funded
by borrowing contingent on passage of a re f e re n-
dum question, whether the assessment is for a part

of the annual budget or a separate, supplemental
capital budget. However, the question presented to
the voters can only be an override. Acapital expen-
d i t u re exclusion cannot be used because all pay-
ments made by a member to a regional school dis-
trict are assessments, whether allocated for operat-
ing or capital purposes, and assessments cannot be
funded by borrowing. Chapter 59 §21C M.G.L. 

Regional School Debt

Proposition 21/2 expressly provides that a mem-
ber of a regional governmental unit may exclude
its assessed share of debt service on district bor-
rowings. Chapter 59 s 21C(k) M.G.L.  Member
towns often wish, therefore, to approve a region-
al school debt issue contingent upon passage of a
debt exclusion. This poses a difficult problem
because no appropriation is being made and,
under Chapter 59 s 21C(m) M.G.L. , a town is
permitted only to make an appropriation contin-
gent upon passage of a referendum. More impor-
tantly, a regional school district may incur debt
unless one of its members disapproves the issue
within 60 days of the date the regional school
committee authorizes the debt. Chapter 71 s
16(d)M.G.L. Thus, town meeting does not actual-
ly have to approve the proposed issue. The only
town meeting action that has any legal effect is a
vote expressing disapproval of the debt. A con-
tingent town meeting vote to approve the debt,
coupled with an unsuccessful debt exclusion,
may not constitute such a disapproval under the
statute. As a practical matter, most regional
school committees treat such actions as disap-
proval. In the absence of assurances that will be
the case, however, the town should probably
schedule the referendum first, and in sufficient
time to give town meeting an opportunity to
expressly disapprove the debt issue within the
60-day period should the referendum fail.

Budgeting Excluded Debt
An approved debt exclusion covers the annual
debt service on debt issued for the project or pro-
jects identified in the question. Under Department
of Revenue (DOR) guidelines, however, the exclu-
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sion is limited to debt service on the amount of
b o r rowing authorized or comtemplated at the time
of re f e rendum. Debt service on any additional bor-
rowing that may be authorized because of an
i n c rease in project cost is not automatically cov-
e red. The guidelines re q u i re the additional debt
service to be budgeted within the levy limit unless
it is a fairly small increase related to inflation or
minor project changes or a supplemental debt
exclusion is approved by the voters. See Bureau of
Accouants Informational Guideline Release No. 02-
101. P roposition 2 1/2 Debt Exclusions ( M a rch 2002).

The amount excluded each fiscal year over the life
of the borrowing is also limited to the total princi-
pal and interest due that year net of any re i m-
bursement received from the state or federal gov-
ernment for the project. Local revenues, such as
user charges or betterments being used to fund the
debt service, may be netted as well at the commu-
nity’s option, but if they are not and the debt ser-
vice is funded from a special revenue or enterprise
fund, the tax subsidy must be budgeted to that
fund. Under certain conditions, the DOR will
a p p rove adjustments in the annual exclusion
schedule in order to moderate the impact on tax-
p a y e r s .

The Division of Local Services (DLS) in the
Department of Revenue has produced a concise
and readable primer on Proposition 21/2: Levy
Limits: A Primer on Proposition 21/2 and a booklet
about the referendum procedure: Proposition 21/2
Ballot Questions: Requirements and Procedures.

This chapter was pre p a red and updated by Kathleen Colleary, Esq.

and re p resents the opinions of its author and not necessarily those of

the Department of Revenue. 
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SAMPLE CONTINGENT APPROPRIATION MOTIONS
APPROACHES UNDER OMNIBUS BUDGET ART I C L E S

METHOD 1: SINGLE MOTION FOR CONTINGENT AND NON-CONTINGENT A M O U N T S

A RTICLE _: TO ACT ON THE REPORT OF THE FINANCE COMMITTEE ON THE FISCALYEAR 2005
BUDGET AND TO RAISE AND A P P R O P R I ATE OR TRANSFER FROM AVAILABLE FUNDS MONEY
FOR THE OPERATION OF THE TOWN’S DEPA RTMENTS AND THE PAYMENT OF DEBT SERV I C E
AND A L L OTHER NECESSARYAND PROPER EXPENSES FOR THE YEAR, OR TAKE A N Y O T H E R
ACTION RELATIVE THERETO .

MOTION: I move that the town vote to raise and appropriate or transfer from available funds the
amounts recommended by the Finance Committee for departmental operating purposes, debt service and
other town expenses in fiscal year 2005, with each item to be considered a separate appropriation and the
amounts shown in the column captioned “Contingent A p p ropriations” to be appropriated contingent
upon passage of a Proposition 21/2 re f e rendum question under General Laws Chapter 5 9 §21 C.

PROPOSED FISCAL YEAR 2005 BUDGET
THE FINANCE COMMITTEE RECOMMENDS THAT THE AMOUNTS SHOWN IN THE COLUMN
CAPTIONED “NON-CONTINGENT A P P R O P R I ATIONS” BE A P P R O P R I ATED FROM THE TAX LEVY,
UNLESS OTHERWISE SPECIFIED, FOR FY2005 DEPA RT M E N TA L O P E R ATING PURPOSES, DEBT
S E RVICE AND OTHER TOWN EXPENSES, AND THAT THE AMOUNTS SHOWN IN THE COLUMN
CAPTIONED “CONTINGENT A P P R O P R I ATIONS” BE A P P R O P R I ATED FROM THE TAX LEVY C O N-
TINGENT UPON THE PASSAGE OF APROPOSITION 21/2 REFERENDUM QUESTION UNDER GEN-
E R A L L AWS CHAPTER 59 §21C.

N O N-CONTINGENT     C O N T I N G E N T
P u r p o s e A P P R O P R I ATIONS    A P P R O P R I AT I O N S

Selectmen’s Off i c e

S a l a r i e s $ 45,000 6 , 0 0 0

E x p e n s e s 1 8 , 0 0 0 4 , 0 0 0

School Department 2 , 8 0 0 , 0 0 0 3 0 0 , 0 0 0

Town Planner

S a l a r y 0 3 5 , 0 0 0

E x p e n s e s 0 1 2 , 0 0 0

Cemetary Commission

S a l a r i e s 8 , 0 0 0

E x p e n s e s 1 0 , 0 0 0

(Includes $8,000 transfer from Sale of Lots Fund)  

TO TA L $ 8 , 0 0 0 , 0 0 0 $ 8 9 0 , 0 0 0
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METHOD 2: S E PA R ATE MOTIONS FOR CONTINGENT AND NON-CONTINGENT A M O U N T S

MOTION: I move that the town vote to raise and appropriate or transfer from available funds the
amounts recommended by the Finance Committee for departmental operating purposes, debt service and
other town expenses in fiscal year 2005, with each item to be considered a separate appro p r i a t i o n .

PROPOSED FISCALYEAR 2005 BUDGET

THE FINANCE COMMITTEE RECOMMENDS THAT THE FOLLOWING AMOUNTS BE A P P R O P R I-
ATED FROM THE TAX LEVY, UNLESS OTHERWISE SPECIFIED, FOR FISCALYEAR 2005 DEPA RT-
M E N TA L O P E R ATING PURPOSES, DEBT SERVICE AND OTHER TOWN EXPENSES:

P u r p o s eR e c o m m e n d e d

Selectmen’s Off i c e

S a l a r i e s $ 4 5 , 0 0 0

Expenses $ 1 8 , 0 0 0

School Department                 $ 2 , 8 0 0 , 0 0 0

Town Planner

S a l a r y 0

E x p e n s e s 0

Cemetary Commission

S a l a r i e s $ 8 , 0 0 0

E x p e n s e s $ 1 0 , 0 0 0

(Includes $8,000 transfer from Sale of Lots Fund)

TO TA L $ 8 , 0 0 0 , 0 0 0

MOTION: I move that the town vote to raise and appropriate any additional amounts recommended by
the Finance Committee for the departmental operating purposes and other town expenses in fiscal year
2005, contingent upon passage of a Proposition 21/2 re f e rendum question under General Laws Chapter 59
§2 1 C.

6-9



PROPOSED FISCAL YEAR 2005 CONTINGENT BUDGET

THE FINANCE COMMITTEE RECOMMENDS THAT THE FOLLOWING AMOUNTS BE A P P R O P R I-
ATED FROM THE TAX LEVY FOR FISCAL YEAR 2005 DEPA RT M E N TA L O P E R ATING PURPOSES
AND OTHER TOWN EXPENSES CONTINGENT UPON PASSAGE OF APROPOSITION 21/2 R E F E R E N-
DUM QUESTION UNDER GENERAL L AWS CHAPTER 59 §21C.

P u r p o s eR e c o m m e n d e d

Selectmen’s Off i c e

S a l a r i e s $ 6 , 0 0 0

E x p e n s e s $ 4 , 0 0 0

School Department $ 3 0 0 , 0 0 0

Town Planner

S a l a r y $ 3 5 , 0 0 0

E x p e n s e s $ 1 2 , 0 0 0

TO TA L CONTINGENT A P P R O P R I ATIONS         $890,000

BALLOT QUESTIONS
Under either approach, the town has the choice whether to bundle all the contingent appropriations for
operating expenditures into a single override question for the $890,000 in this example, or to put separate
questions on the ballot for diff e rent departments or groups of departments: for instance, one question for
$300,000 for fiscal year 2005 school department operating expenses and another question for $590,000 for
fiscal 2005 operating expenses of all other town departments. The choice of how to stru c t u re the ballot
questions is within the discretion of the selectmen. If the selectmen do decide to include more than one
contingent appropriation in a question, the purpose of each appropriation the question is intended to fund
would have to be stated in the question.

SAMPLE CONTINGENT APPROPRIATION MOTIONS
UNDER OTHER APPROPRIATION ART I C L E S

R E G I O N A L S C H O O L BUDGET A RT I C L E

A RTICLE_: TO SEE IF THE TOWN WILLAPPROVE THE REGIONAL S C H O O L DISTRICT BUDGET
FOR FISCAL YEAR 2005 AND RAISE AND A P P R O P R I ATE OR TRANSFER FROM AVAILABLE FUNDS
$ ( F U L L ASSESSMENT) TO PAY ITS ASSESSED SHARE OF THAT BUDGET, OR TO TAKE A N Y O T H E R
ACTION RELATIVE THERETO .
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MOTION: I move that the town raise and appropriate $(non-contingent portion) to pay its assessed
s h a re of the__________ Regional School District Budget for fiscal year 2005 and that it raise and appro p r i-
ate the additional $(contingent portion) re q u i red to fully fund the assessment and thereby approve the
district’s budget for the year, provided that this additional appropriation be contingent on the approval of
a levy limit override question under General Laws Chapter 59 §21 C(g).

S E PA R ATE DEPA RT M E N TA L “CONTINGENT BUDGET” A RT I C L E

A RTICLE_: TO SEE IF THE TOWN WILL RAISE AND A P P R O P R I ATE OR TRANSFER FROM AVA I L-
ABLE FUNDS ASUM TO SUPPLEMENT THE FIRE DEPA RTMENT’S OPERATING BUDGET FOR FIS-
C A L YEAR 2005 CONTINGENT UPON THE PASSAGE OF APROPOSITION 2 1/2 LEVY LIMIT OVER-
RIDE REFERENDUM, OR TAKE A N Y OTHER ACTION RELATIVE THERETO .

MOTION: I move that the town raise and appropriate an additional $______for the 

F i re Department’s fiscal year 2005 operating budget to be allocated as follows: 

$___________for salaries and $___________for expenses, provided that such

additional appropriations be contingent on the passage of a Proposition 21/2 levy limit override question.

BORROWING A RT I C L E

A RTICLE_: TO SEE IF THE TOWN WILL A P P R O P R I ATE A SUM OF MONEY B Y BORROWING TO
DESIGN AND CONSTRUCT AN ADDITION TO THE WA S H I N G TON ELEMENTA RY S C H O O LA N D
TO AUTHORIZE THE TREASURER, WITH THE A P P R O VA L OF THE SELECTMEN, TO ISSUE A N Y
BONDS OR NOTES THAT MAY BE NECESSARY FOR THAT PURPOSE, OR TAKE A N Y O T H E R
ACTION RELATIVE THERETO .

MOTION: I move that the town appropriate and borrow $5,000,000 for the design and construction of an
addition to the Washington Elementary School and authorize the tre a s u rer with the approval of the select-
men, to issue any bonds or notes that may be necessary for that purpose, as authorized by General Laws
Chapter 44 §7(3a), or any other general or special law, for a period not to exceed 10 years, provided, how-
e v e r, that this appropriation and debt authorization be contingent upon passage of a Proposition 21/2
debt exclusion re f e rendum under General Laws Chapter 59 §21 C(k)
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I n t r o d u c t i o n
For many years, municipalities have re c o g n i z e d
the importance of long range financial planning.
This is evidenced by the fact that most communi-
ties now have a formal bylaw or charter re q u i re-
ment that a long range capital improvement pro-
gram be pre p a red annually (Chapter 41 s 106B
M.G.L.). Many communities have called upon
their financial officers to construct sophisticated
long range revenue and expenditure forecasts. The
f o recast acts as a bridge between a municipality’s
capital improvement program and its annual oper-
ating budget, bringing all of the fiscal policy and
economic variables together to establish concise
managerial direction. Capital planning, debt man-
agement, and revenue and expenditure fore c a s t i n g
a re the key ingredients in developing a stro n g
municipal fiscal position, and are crucial to avoid-
ing the program reductions which would re s u l t
without the use of such techniques.

The revenue constraints of Proposition 2 1/2 have
changed the municipal budgetary process and
heightened the importance of long range budget
planning. It is the primary function of a five-year
revenue and expenditure forecast to summarize a
community’s projected budgetary position over a
period of time, based upon the most accurate and
reliable information available at the time of pre p a-
ration. The five-year forecast must also establish
the community’s initial goals and direction, work-
ing to ensure a balanced fiscal and pro g r a m m a t i c
service mix.

Long range forecasting is the essential first step in
the annual budget process, determining whether a
community should reduce, level fund or expand
services. Although many hours go into the pre p a-
ration of a forecast, it is critical that the report be
used as a starting point in a long term planning
p rocess. Ultimately, as the law re q u i res, towns and
cities will authorize a budget for the next fiscal
year that has its revenues and expenditures in bal-

ance. If a long range forecast identifies any antici-
pated budget gaps, the forecast sets the parameters
of the policy decisions that will be made in ord e r
to produce future balanced municipal budgets.

Elements of a Successful Forecast

The success of a forecast depends on a high level
of cooperation between local financial off i c i a l s
including town managers, accountants, tre a s u re r s ,
collectors, assessors, finance committees, school
o fficials, and boards of selectmen. In addition,
f o recasts should be:

• based on assumptions that are easily understood
and adjustable as current information becomes
a v a i l a b l e ;

• written so that financial and non-financial per-
sonnel can comprehend the information;

• made available to policy makers in the commu-
nity and its release should dovetail with the early
stages of a community’s budget pro c e s s .

The assumptions upon which projections are made
change with time. National or local downturns in
the economy often encourage changes in law to
i m p rove conditions. In recent years, changes to
state financed programs, such as SPED and School
Building Assistance, have had significant effects on
the financial condition of communities. The weak-
ening financial markets have dramatically changed
actuarial calculations of Contributory Retire m e n t
funding. The effects of financial weakness and
international events have had a major impact on
the insurance industry and premiums paid by
communities for insurance coverage. This acceler-
ated pace of change makes it necessary to periodi-
cally update the forecast assumptions in order to
keep the forecasts useful

Forecast Construction

The typical revenue and expenditure forecast con-
sists of a summary identifying all of the major re v-
enue and expenditure centers of the community.
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The revenues are grouped together and added to
p rovide a total estimated annual revenue fore c a s t
for that year. The cost centers are grouped togeth-
e r, below the revenue total, and are added to pro-
vide a total estimated annual expenditure fore c a s t .
A simple calculation, subtracting estimated annual
e x p e n d i t u res from estimated annual re v e n u e s ,
p rovides a community with a projected annual
surplus or deficit (Gap Analysis). That surplus or
deficit then shapes a municipality’s policy deci-
s i o n s .

A f o recast would typically include at least the
most recent past fiscal year, the current year, and
several upcoming (forecasted) fiscal years. Many
communities extend this analysis over the horizon
for three years or less. As forecasting techniques
a re based upon historic trend analysis and incre-
mentalization, such short term analyses may not
p rovide communities with an adequate estimate of
the future fiscal condition of the community.
C o n v e r s e l y, an extremely long term forecast loses
a c c u r a c y. The geometric growth in a budget gap
over ten years can be so large that it places the
e n t i re estimate’s credibility in question. The opti-
mal term of a forecast should, there f o re, be no
g reater than five years.

The goal of any analysis is to examine the “big pic-
t u re” and break it down into smaller and more
manageable (and understandable) parts. Thus, for
every revenue or expenditure center included on
the summary spreadsheet, a sub-schedule should
be developed; including all the factors that lead to
the specific re v e n u e / e x p e n d i t u re center’s fore c a s t .
As an example, local government has gathered a
t remendous amount of data on local re v e n u e s .
Included with each year’s recapitulation sheet,
which is submitted to the Department of Revenue,
is a list of actual local revenue collections from the
p revious fiscal year and projections for the next fis-
cal year. Areview of several prior years’ data will
allow local financial planners to develop an his-
toric trend analysis that can be used to create a
p rojection of future revenue based upon actual
data rather than educated guesses. Similar sub-
schedules can be developed for each of the major
variables of the summary spre a d s h e e t .

As municipal financial planners begin to divide
their town’s overall revenue and expenditure com-
ponents into smaller variables, a better under
standing develops concerning what will affect a
specific variable. Many variables are tied dire c t l y
to inflation. Some contractually agreed upon
e x p e n d i t u res may have specific annual inflation
costs. Others may lock in a cost for a period of
years. Personnel costs are often driven by collec-
tive bargaining and cost of living indices.

Potential costs for group health insurance can be
f o recasted by taking into consideration such things
as the number of employees in each plan, the rate
of each plan and the employer/employee split of
costs. Some variables, however, are not tied solely
to inflation. Energy costs, for example, are viewed
in terms of consumption as well as pure inflation.
Other variables that are too small to re v i e w, or are
not controlled by events within the community,
can be forecasted by giving them a generic infla-
tion factor tied to the current cost of living index.
The effort of constantly expanding the variables
that go into the forecast will ultimately lead to
m o re accurate, and there f o re more credible, for-
casts. This, in turn, provides the community with
an extremely sophisticated planning tool.

In this day and age, computer technology also
plays a key role in the financial planning pro c e s s .
Revenue and expenditure forecasting re q u i res only
the ability to use simple spreadsheet software and
w o rd processing software to produce a fore c a s t i n g
report explaining the finance committee’s assump-
tions. Within the spreadsheet software, sub-totals
of the sub-schedules can be linked to a summary
page. Thus all adjustments that take place on the
detailed sub-schedules will immediately ripple out
to the summary page, allowing the user, and his or
her readers, instant understanding of the impact of
any proposed adjustment. The Massachusetts
Department of Revenue, Division of Local Services
has an excellent publication that will help finance
committees navigate several recommended soft-
w a re packages: Revenue and Expenditure
F o recasting Software: Users Manual (1992).
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“What If?”
The primary purpose of the revenue and expendi-
t u re analysis is to determine the annual gap
between revenues and expenditures. This use of
the forecast is often re f e r red to as gap analysis.
A n o t h e r, more sophisticated management tool that
can be derived from forecasts is something called
an impact analysis. Beginning with the basic gap
analysis, fiscal planners isolate a specific variable
and play “what if” scenarios with it. A c o m m u n i t y
may want to understand the long-term effects of
a g reeing to a labor contract, for example. By plac-
ing optional inflation factors on the personnel vari-
ables affected by the proposed contract, fiscal plan-
ners can quickly see the estimated fiscal effect the
contract would have on the town budget.

C o n s t r a i n t s

Local forecasters attempt to develop analyses that
will provide an accurate estimate of a communi-
ty’s fiscal condition in the next year and several
years there a f t e r. In order to provide such a useful
document, fiscal planners must begin somewhere .
Thus, it makes sense that as an underlying policy
of the forecast, municipal financial planners
assume that every law that currently exists, every
service which is currently provided, and any re v-
enue that is currently available will also exist for
purposes of the forecast. Assuming that all of the
a f o rementioned items remain the same allows
f o recasters to examine the effects of economic vari-
ables while excluding political variables. As an
example, a local forecaster cannot assume that an
override will be successful. It is important to esti-
mate what the re v e n u e / e x p e n d i t u re gap will be
without an override. Then, an impact analysis can
be used to determine what the impact of a specific
amount of an override would likely be on the
f u t u re gap.

Another pitfall common to forecasting is a tenden-
cy to break down the expenditure side of the equa-
tion by departmental divisions. This strategy, in its
simplest form, re q u i res an inflation factor for each
department rather than for what each department
p u rchases. If fiscal planners choose a fairly sophis-
ticated analysis, it would re q u i re a break out of all
line items of each department, which would be a

labor intensive and unproductive way to pro c e e d .
The pre f e r red format abolishes departmental lines
for purposes of the forecast, and focuses on the
p u rchases of the entire municipality. Fiscal plan-
ners can break down expenditures by municipal
and education. Then, a sub-schedule of each
would be developed to illustrate what is pur-
chased and its cost. When determining an inflation
factor based upon purchases rather than depart-
mental breakdowns, diff e rent and more accurate
inflation factors can be applied to specific cost cen-
ters. This will provide for a more accurate fore c a s t
than that provided by a generic inflation factor.
Another item to be factored in is personnel costs,
especially in or around contract years.

A c c u r a c y

Reliable forecasting re q u i res the seemingly contra-
dictory existence of accuracy in an imprecise envi-
ronment. The highest degree of accuracy is espe-
cially vital now, when local governments acro s s
the country are experiencing decreasing fund bal-
ances, increasing expenditures, and reduced re v-
enue re s o u rces. The Massachusetts electorate, in an
e ffort to curb taxation growth, has put a pre m i u m
on accurate forecasting so that local governments
can better assess their financial status.

It is difficult to measure the utility of a new re v-
enue and expenditure forecast without re v i e w i n g
the accuracy of the forecasts and actual budgets
f rom prior years. Gaining and maintaining the
a c c u r a c y, and there f o re the cre d i b i l i t y, of re v e n u e
and expenditure analyses, is vital to their success
as legitimate financial planning tools. In fact, when
done correctly revenue and expenditure fore c a s t s
can be extremely accurate. Recently several munic-
ipalities in Massachusetts have developed excel-
lent track re c o rds for estimating their future bud-
gets at less than 5% above or below their esti-
m a t e s .

S u m m a r y

It is important to note that the science of fore c a s t-
ing is dynamic and subject to constant change.
Factors that are incorporated within the pro j e c t i o n
will undoubtedly change, materially affecting the
p rojected annual budget estimate, either positively

7-3



or negatively. Significant projection factors that can
a ffect forecasting estimates include:

• decisions to utilize a community’s reserve taxing
c a p a c i t y, or to use free cash as a source of re v e n u e
within the budget plan;

• the imposition of new or increased local re v-
e n u e s ;

• Decisions by the state or federal governments
either to allow cities and towns additional re v e n u e
generating flexibility and/or to provide additional
aid to local governments;

• The state’s assumption of services and/or finan-
cial responsibilities which are presently a  cost to
local communities, or the return to municipalities
of certain responsibilities or services that had pre-
viously been under state jurisdiction;

• changes in condition of the local, state and
national economies;

• changes in existing law and administrative ru l e s
of higher levels of governance, and

• changes in local policies with re g a rd to what
constitutes an appropriate mix and level of munic-
ipal services as well as what constitutes an appro-
priate system of service financing.

• Forecast should be updated each month to
reflect any changes that have taken place. As the
annual budget process proceeds, policy decisions
based on revenue and expenditure forecasts can
positively impact any projected revenue gap.
U l t i m a t e l y, through a series of revenue enhance-
ment and expenditure control policies, any pro j e c t-
ed gap can be eliminated and the budget will be
balanced. These budget balancing decisions will
have a ripple effect upon the projected gaps of
f u t u re years, and the fiscal policies adopted in the
first year of a forecast can reduce or avoid deficits
in future years.

This chapter was pre p a red and updated by Stephen E.
C i r i l l o .
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Revenue Budget Fiscal Year 2006

Summary Reference Sheet

Property Taxes:

(1) Fiscal Year 2005 Base

This is the levy limit, not your actual tax levy which may be lower.

(2)Plus 2.5%

This is your automatic and allowable 2.5% increase.

(3) plus FY06 Estimated New Growth

This is your Fiscal Year 2006 estimated new growth from your assessor.

(4) Plus FY06 Override

This is your Fiscal Year 2006 Override, if you have successfully voted a new override to begin this
year.

(5) Plus Debt Exclusion

This is your new or existing debt exclusion. Check with Treasurer to review the debt schedule to
obtain actual debt payments for the appropriate fiscal years. (Remember, only qualifying debt
should be included here and you must subtract certain state or federal grants such as School
Building Assistance). Ensure that the debt included in this line has been properly voted. This can
include interest on short term debt.

(6) Plus Capital Exclusion

This includes only successfully voted capital exclusions (this is essentially a one year override).

Other Recurring Revenue:

(7)State Aid - Cherry Sheet

This is your State Aid Revenue component. Use the green sheet only. You will need to use an esti-
mate until the actual Cherry Sheets are released.

(8) Local Receipts (not allocated in numbers 9, 10 & 11)

These are the fees that are generated at the local level. Motor vehicle excise is usually the largest
component. A team approach with your town accountants input is suggested for this estimate.

(9) Offset Receipts

This is regulated by Chapter 44, S53E M.G.L. If your community has adopted this, insert your
receipt estimate here.*

(10)Enterprise Receipts

This is regulated by Chapter 44, S53F1 /2 M.G.L. If your community has adopted this, insert your
receipt estimate here.*
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(11) Revolving Fund

This is regulated by Chapter 44, S53E1 / 2. M.G.L. If your community has adopted this, insert your
receipt estimate here.*

* REMINDER: There will typically be a direct expense that off-sets these receipts.

Other Available Funds:

(12) Free Cash

This is the amount of free cash certified by DOR annually. Your available free cash will also depend
on whether you have appropriated any amounts from this current certification.

(13) Stabilization Fund

This is a reserve account that is available for any lawful purpose.

(14) Overlay Surplus

This is the amount of overlay no longer required for potential abatements, exemptions, or pending
Appellate Tax Board cases. This amount must be designated as surplus by the Board of Assessors.

(15) Other

Examples may be: unexpended funds from completed projects in old special articles.

(16)State & County Charges - Cherry Sheet

These are the State Aid charges (the pink sheets), you may have to estimate this if the cherry sheets
have not been released.

(17)Overlay

This is the amounts needed for abatements or exemptions. The estimate is arrived at by the board
of assessors.

(18) Offsets- Cherry Sheet

These are specific programs listed on the Cherry sheet that are earmarked.

(19) Amount Certified for Tax Title

This is an amount to be raised for the purpose of starting the Tax Title process for delinquent tax-
payers.

(20)Debt & Interest not provided for

This is unanticipated borrowing from the current fiscal year that was not budgeted for.
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(21)Final Court Judgments

Costs from rendered court judgements.

(22)Overlay Deficits

This occurs if the Board of Assessors grants more in abatements than what is available (overlay
reserve), resulting in an overlay deficit. This may also occur for prior year abatements, if the
Board ofAssessors settles or loses a case before the Appellate Tax Board.

(23) Revenue Deficits

This occurs if the actual receipts received are lower than the budgeted amounts, and this is not off-
set by unexpended appropriations. Then the revenue deficit must be raised in the next year’s tax
rate.

(24)Snow & Ice Deficit

This occurs if the community incurred a deficit in this account because of severe weather, which
deficit must be raised in the next year’s tax rate. 

(25) Offset Receipt Deficit

If you have adopted Chapter 44, S53  M.G. L.(number 10 from above) and your actual receipts were
below your estimates, then you should raise this in the next year’s tax rate.

(26) Authorized Deferral of Teachers Pay

If your community deferred teachers pay and is in the process of amortizing the deferral, you
would place the amount here.

(27) Other
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REVENUE BUDGET FISCAL YEAR 2006

P R O P E RTY TA X E S :
(1) Fiscal Year 2005 base _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(2) Plus 2.5% _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(3) Plus FY 2006 New Gro w t h _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(4) Plus FY 2006 Override _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(5) Plus Debt Exclusion _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(6) Plus Capital Exclusion _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

Total Property Tax Revenue _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

OTHER RECURRING REVENUE:
(7) State Aid - Cherry Sheet _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(8) Local Receipts (not allocated below) _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(9) Offset Receipts _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(10) Enterprise Receipts _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
( 11) Revolving Funds _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

Total Other Recurring Revenue _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

OTHER AVAILABLE FUNDS
(12) Free Cash _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(13) Stabilization Fund _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(14) Overlay Surplus _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(15) Other _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

Total Other Available Funds _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

TO TA L R E V E N U E _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

CHARGES AGAINST REVENUES
(16) State & County Charges - Cherry Sheet _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(17) Overlay _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(18) Offsets - Cherry Sheet _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(19) Amounts Certified for Tax Ti t l e _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(20) Debt & Interest not provided for _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(21) Final Court Judgements _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(22) Overlay deficits _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(23) Revenue Deficits _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(24) Snow & Ice Deficits _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(25) Offset Receipt Deficits _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(26) Authorized Deferral of Teacher Pay _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
(27) Other _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
TO TA L CHARGES AGAINST REVENUES _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

R E C O N C I L I ATION:      TO TA L R E V E N U E S : _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

TO TA L CHARGES AGAINST REVENUES: _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

TO TA L AVAILABLE FOR LOCAL A P P R O P R I AT I O N S : _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

THIS DOCUMENT IS DESIGNED FOR ESTIMATING PURPOSES ONLY



I n t r o d u c t i o n
Cash management is a significant component of
the overall financial management of a municipali-
t y. It is the process used to manage the funds avail-
able to a local governmental entity in order to
e n s u re maximum cash availability and yield on the
investment of idle cash re s o u rces consistent with
safe investment policies.

Chapter 44 s 53F, 54, 55, and 55B M.G.L.  govern
the re q u i rements that the tre a s u rer must follow in
investing public funds and the limitations on those
investments. The Massachusetts Collectors and
Tre a s u rers Association has formulated a model
investment policy that it urges its members to
adapt for use in their respective communities. It is
a p p ropriate for finance committee members to
request a copy of the investment policy of their
municipality and to track the reports generated
under the policy.

The finance committee can play an integral role in
ensuring that monies are managed well, invest-
ments bring in as much cash as possible, and that
p rofessionalism prevails in the management of
municipal finances. While the role of the finance
committee is generally a supportive one rather
than one of direct oversight or re s p o n s i b i l i t y, the
m o re information a finance committee has about
the handling of municipal cash, the better able it is
to determine whether the process is going well.

A good cash management program benefits a juris-
diction by increasing non-tax revenues, impro v i n g
the control and timely handling of cash, incre a s i n g
contact with the financial community and some-
times lowering borrowing costs by good timing.
All of this should be done, of course, while main-
taining the safety of the municipality’s funds

Cash Management

The primary goals of a cash management system are :

• to maximize the amount of cash available to
meet both the daily cash requirements of the

municipality and the amount of money
available for investment (or alternatively, to
reduce temporary borrowing to meet cur-
rent disbursements); and

• to earn the maximum reasonably available
return on funds invested while allowing for
safety and liquidity.

Other important goals that can be achieved
t h rough a good cash management program are :

• development or strengthening of internal contro l i n
a reas of cash receipts and cash disbursements;

• establishment of improved collection policies/prac-
tices with respect to outstanding taxes; and

• establishment of clear lines of communication
and authority between the tre a s u rer and
department heads relating to their cash needs.

The basic elements of a cash management pro g r a m
i n c l u d e :

• cash flow analysis;

• investment program; and

• banking relations.

Cash Flow Analysis
At a minimum, cash flow data should be pre p a re d
on a monthly basis for the current year. Larg e r
communities with significant budgets may wish to
compile information daily, weekly, or biweekly to
get the most usable and meaningful information.

Cash flows are constructed from two main types of
inflows and outflows of cash: recurring types,
which can be anticipated regularly month after
month, such as property taxes or payroll expenses;
and extraordinary types, which result from nonre-
curring items or programs, such as federal grants
or capital expenditure s .

A cash manager should use past history of major
collections and disbursements (the previous thre e
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to five years provides the best data) to identify
recurring patterns and then adjust these flows for
p redicted changes in the timing of the patterns and
for the anticipated rise and fall of income and
expense amounts.

The municipality’s operating budget can pro v i d e
those who are preparing the cash flow analysis
with useful and necessary information. The per-
centage increase in payroll and other expenditure s ,
changes in seasonal spending patterns and adjust-
ments caused by the addition or deletion of pro-
grams can be detected in an analysis of the budget.

Forecasting Disbursements
On the disbursement side, payroll accounts for
a p p roximately 70 percent of most local govern-
ment budgets. Thus, personnel expenditure s
should be identified first.

Personnel expenditures are relatively constant and
t h e re f o re can be reliably predicted. Payroll re c o rd s
or the upcoming budget are used to determine
yearly personnel costs, then that amount is divided
by the number of pay periods for the gross payro l l .
The gross, minus federal and state income taxes
and fringe benefits such as workers compensation
and re t i rement, is the net cash outflow. The dis-
bursement forecast should also include adjust-
ments for seasonal or temporary workers and sea-
sonal payments such as vacation advances in the
summer months. Disbursements for withholding
taxes and benefits are also significant. The fore c a s t s
for these items are calculated in approximately the
same manner.

Once payroll disbursements have been fore c a s t ,
the cash manager should then forecast other cash
payments. This might be accomplished by analyz-
ing each departmental budget for non-payro l l
items and then examining the more expensive
items first. Discussions with department heads
should reveal patterns of past cash disbursements
for these items, and the predicted pattern and
amount of disbursement for the upcoming year.
C a re should be taken to ensure that these amounts
coincide with the tre a s u re r’s sense of re a s o n a b l e
payments and past disbursement experience.

Department officials may have incorrect impre s-
sions of their department’s cash disbursements
because they do not always monitor the timing
and volume of cash outflows.

Once forecast calculations are completed the next
step is to construct a monthly calendar specifying,
by date, the amount of money needed, the purpose
for specific funding and its recipient(s). A s i m i l a r
p rocess needs to be accomplished on the re v e n u e
side to have a complete picture of the town’s cash
f l o w.

Computer spreadsheets should be developed in
the Town Tre a s u re r’s office which can be used each
year to forecast disbursements and revenues. The
Massachusetts Collectors’ and Tre a s u re r s ’
Association has held workshops where tre a s u re r s
s h a re various forms and spreadsheets which they
have developed. This is a good source to explore .

Investment Program
All funds of the town, except for trust and re t i re-
ment funds, are invested in accordance with
Chapter 44 s 55 M.G.L.  This section specifies that
towns can invest in bank accounts and certificates
of deposit. They can also invest in U.S. government
and agency securities with a maturity of one year
or less, in re p u rchase agreements secured by such
securities, with a maturity of 90 days or less, in
money market funds that have received the highest
possible rating from a nationally recognized rating
o rganization and the Massachusetts Municipal
Depository Trust (MMDT). MMDT is an invest-
ment pool created by the commonwealth under the
supervision of the state tre a s u re r’s off i c e .

Trust funds are invested in accordance with Chapter
44 s 54 M.G.L. . This allows for a wider variety of
investments as provided for by the State Banking
Commission. Pension funds are under the jurisdiction
of the local or county contributory re t i rement system.

Safety of principal is the foremost objective of an
investment program. Investments should be
undertaken in a manner that seeks to ensure the
p reservation of capital through the mitigation of
c redit risk and interest rate risk. These risks should
be mitigated by the diversification and pru d e n t
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selection of investment instruments and choice of
d e p o s i t o r y. Credit risk is the risk of loss due to the
f a i l u re of the security issuer or backer. Interest rate
risk is the risk that the market value of the security
will fall due to changes in general interest rates.

Public investments in Massachusetts are not pro-
tected through provisions in State law. There f o re ,
they are largely uncollateralized. Many banking
institutions are willing to put up collateral, albeit at
a cost to the town of a lower interest rate. The
Tre a s u rer should negotiate for the highest rates
possible, consistent with safety principal.

Federal Deposit Insurance Corporation coverage is
limited to $100,000 per customer per bank.
Auditors are re q u i red under the Government
Accounting Standards Board (GASB III) to note in
the audit of a municipality whether investments
a re collateralized or not. The Massachusetts
Municipal Depository Trust is not considered an
uncollateralized product under the regulation. It is
important that a municipality take delivery on
securities or at the very least that they be held in
the name of the muinicipality if there are invest-
ments in securities.

The Massachusetts Municipal Depository Tru s t
(MMDT) offers a product called MMDTNet. It is an
online service which is free of charge to any munici-
pality with an account at MMDT. It provides a histo-
ry of transactions, allows a tre a s u rer to make trades
( redemptions, transfers or purchases into the fund)
over the Internet without charge. Stock Market and
other financial information is available, as is the abil-
ity to receive automatic deposits from state and fed-
eral agencies. Payments to the Massachusetts Wa t e r
R e s o u rces Authority can be automatically debited
f rom a municipality’s account. Statements and
account history are also available on the MMDTNet.
It is an excellent cash management tool.

Banking Relations

Tr a d i t i o n a l l y, banks have served local governments
primarily as depositories for funds for security
purposes, and to provide credit to meet municipal
b o r rowing needs. In the past it was appro p r i a t e
that criteria such as convenience of location and
community relations governed the municipality’s

choice of its depository or depositories.

C u r re n t l y, banks are offering more and more finan-
cial services that complement or even duplicate
functions traditionally performed by the munici-
pality itself. Depending on a number of factors-
including the cost of purchasing these services
f rom a bank relative to the cost of providing them
in-house, and the extent to which the municipality
d e s i res to upgrade its financial management capac-
ity — the municipality may wish to pro c u re a por-
tion of the many services now provided by banks.

Not all banks are equipped to offer the full range
of services needed by a municipality. As a re s u l t ,
many municipalities are not aware of these oppor-
tunities to update their banking pro c e d u res, and
a re still functioning under longstanding, outmod-
ed banking relationships. As an integral part of
i m p roving financial management functions and
moving toward a more effective cash management
system, municipalities should reevaluate their
banking relations in light of current opportunities.

Account Services
The way in which municipalities configure their bank
accounts is a key determinant of the effectiveness of a
given community’s cash management system. A
review of common practices suggests that many local
governments can achieve substantial gains in invest-
ment income by making some straightforward
changes in their account management. These changes
can involve both the number and type of accounts.

Improving Municipal Cash Management
A good cash management system is designed to
help a municipality maximize the benefit it gets fro m
its cash re s o u rces by ensuring that the municipality:

• collects its accounts receivable in a thorough
and timely manner;

• keeps “on hand” (in its checking accounts)
only enough cash to pay out immediate
accounts payable as they come due; and

• invests all other cash as quickly as possible
into investments yielding the highest possi-
ble return.
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The more effectively the municipality can perform
these functions, the more investment income it will
earn. In turn, the more investment income it earns, the
g reater the financial re s o u rces available to the munici-
pality to pay for the public services it pro v i d e s .

The table above presents a list of services off e re d
by many banks to help address these cash manage-
ment needs. Note that the table includes credit ser-
vices off e red by banks as an element of a munici-
pal cash management system. It is expected that at
certain points in the course of the cash manage-

ment cycle, the community might have, for a short
time, insufficient cash to cover its current obliga-
tions or in anticipation of re i m b u r s e m e n t .
T h e re f o re, borrowing to meet these obligations
enters the list of cash management needs to be
a d d ressed in the form of credit services obtained
f rom the bank. (See Chapter 12.)

Online banking services are of tremendous help in
tracking activity, printing statements, making
transfers, and reconciling accounts. They should be
utilized for effective cash management.
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C a t e g o r y S e r v i c e s G o a l

C o l l e c t i o n Lock-Box System                 A c c e l e r a t e
S e r v i c e s O v e r-The-Counter Payment          C a s h

A r m o red Car Services              R e c e i p t s
Night Depository
Wi re Tr a n s f e r s

Account Regular Checking Accounts          M i n i m i z e
Services        C o n c e n t r a t i o n / Z e ro Balance Accounts   “ I d l e ”

Wi re Transfers                   A c c o u n t
Daily Account Notification          B a l a n c e s
Check Sorting
Account Reconciliation
Computer Services
M i c rofilm Checks
Savings Bond Issuance For Employees
D i rect Payroll Deposit

Investment      Money Market Instruments          P ro m o t e
Services        Investment Advice                E ff e c t i v e

Time Deposits                  Use Of 
R e t i rement Plan Services “Idle” Cash
Trust Services                  In Earning Return

C redit          Short Term Notes                Meet Short 
Services      Bond Redemption Services             & Long

Bond Transfer And Registration Services    Te r m
Lending Activities Related To Community B o r ro w i n g
And Economic Development Pro j e c t s N e e d s



Collection Services
Collection services off e red by banks are designed
to accelerate a municipality’s cash receipts and
t h e reby allow the municipality to invest those
receipts in the most timely manner possible. This
“acceleration” is accomplished by decreasing the
collection float. Collection float can be reduced by
instituting one or a combination of the following
banking services: (See the chart on the pre v i o u s
page for a quick-re f e rence guide.)

• a lock box system speeds up the collection
process by eliminating handling by munici-
pal collectors’ offices of certain routine
remittances.

• over-the-counter payment can help to acceler-
ate a municipality’s bill collection by
increasing the taxpayer’s bill-paying conve-
nience by providing over-the-counter collec-
tion at a bank.

Making payment more convenient for taxpayers
will be particularly effective at helping to speed
collection if the bank has a number of branches
t h roughout the community. At the same time, the
bank can benefit from increased business as a
result of increased traff i c .

• a r m o red cars and night depositories can also
i m p rove the speed at which a municipality’s
receipts are deposited in its accounts, and can
be put to use either to meet current obliga-
tions or to begin earning interest. Aside fro m
the security advantages aff o rded by a night
d e p o s i t o r y, this service is especially beneficial
if the municipality’s accounts are stru c t u re d
to earn interest overnight, that is, beginning
immediately upon deposit.

• w i re transfers, used in lieu of checks, involve the
e l e c t ronic transmission of payments from one
bank to another through a wire system. Wi re
transfers are not cost effective for all transac-
tions. In general, wire transfers will be cost
e ffective for large transactions such as interg o v-
ernmental grants, proceeds from investment
sales and debt issuances, and tax or utility pay-
ments from out-of-town org a n i z a t i o n s .

Pricing Banking Services
Banks are in business to make money and will
c h a rge municipalities for services re n d e red. The
price of a particular banking service will depend
on many factors, including the number of munici-
palities purchasing the service, the costs of the
equipment and labor needed to provide the ser-
vice, how much of the service the municipality will
use, etc.

Commownealth of Massachusetts pro c u re m e n t
laws re q u i re that cities and towns seek pro p o s a l s
for banking services from a number of diff e re n t
banks. The tre a s u rer should send a “Request for
P roposal” to qualified banks, and should also place
a legal advertisement in at least one local newspa-
p e r. The office of the Inspector General of the
Commonwealth has issued an acceptable format
for the pro c e s s .

The municipality can pay for its banking services
in one of two ways:

• direct payment, in which the bank prices each
service offered, and the municipality reim-
burses the bank periodically for charges
incurred during that period from appropri-
ated funds in the treasurer or collector’s
budget; and

• compensating balances, where instead of
charging the municipality a fee to be paid
directly for service(s), the bank specifies a
minimum balance that the municipality
must maintain with the bank in non-interest
bearing accounts. The bank can then lend
this money (subject to the reserve require-
ment) and earn interest, which will at least
cover the cost of services provided to the
municipality.

Some Limitations of Compensating
Balance Banking Services
While the compensating balance method of munic-
ipal banking has been widely used, it is more diff i-
cult to evaluate and can present some hidden pit-
falls for municipalities. Under a direct payment
system, the municipality receives an itemized
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statement of charges for service; with the compen-
sating balance method it is difficult for a town to
know precisely what its banking services cost and
how much it paid for them (since payment takes
the form of interest earnings by the bank and
depends on the current interest rate). Under com-
pensating balances, the municipality has to keep
the funds on deposit in non-interest bearing or low
i n t e rest bearing accounts even if it uses few bank-
ing services in a particular period; the compensat-
ing balance re q u i rement may be greater than nec-
essary to cover the service charge. With direct pay-
ment, the municipality rather than the bank would
have access to this “extra” cash and could invest it
to its own rather than the bank’s advantage.

Chapter 44 s 53F M.G.L. , expressly authorizes a
municipal or district tre a s u rer to enter into formal
“compensating balance” agreements with banking
institutions. It should be noted, however, that the
law also:

• requires that any such agreement be in writing
and not exceed three years;

• provides for specific limitations on the types of
services which may be procured under a com-
pensating balance agreement;

• establishes a local approval process for all such
agreements; and

• sets in place annual reporting requirements
relating to such agreements, and requires
the commissioner of revenue to publish a
yearly evaluation report on the use of com-
pensating balances.

The important thing for municipal financial off i-
cers to realize about compensating balances is that
they re p resent a real dollar cost to the municipality
in terms of lost interest income — income that the
municipality could have earned by investing the
amount of the compensating balances in the high-
est interest-bearing accounts available to it. When
this cost is equal to the municipality’s banking ser-
vice charges and is used to pay those charges, the
municipality does not lose anything through the
compensating balance method and earns a re t u r n
on all collected balances.

Communities that utilize compensating balances to
pay for services should insist that banks agree to
p rovide, as part of the arrangement, ongoing infor-
mation on the costs incurred by the community
based on the volume of transactions and agre e d -
upon fees. In addition, town fiscal officers should
make sure the earnings on the compensating bal-
ance are reported by the bank and monitored by
the community, with earnings in excess of the cost
of services being remitted to the community. Fro m
a municipality’s standpoint, this accountability and
monitoring ensures the most desirable and advan-
tageous arrangement of payment for banking ser-
vices, re g a rdless of what banking services system
is being utilized.

This chapter was pre p a red by Elizabeth W. Klepeis and Donald

Levitan and was updated by Ezizabeth Klepeis.
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I n t r o d u c t i o n
The federal court system has defined a tax as “an
e n f o rced contribution to provide the support of
government.” United States v. Tax Commission of
M i s s., 421 U.S. 599 (1975). 

In Massachusetts, property tax revenues derive
f rom a tax rate and property values, with little or
no link to specific government services. In con-
trast, user fees and charges support the pro v i s i o n
of a specific municipal service, with the users hav-
ing the option to decline the service and avoid the
f e e .

H i s t o r i c a l l y, user fees have been a viable but larg e-
ly underutilized source of revenue. With the con-
straints on property tax increases imposed by
P roposition 21/2, towns have increasingly  turned
to user fees to support services once financed by
p roperty taxes.

User Fees Defined
The Massachusetts Department of Revenue’s
Division of Local Services defines User
C h a rges/Fees as: “Amunicipal funding sourc e
w h e re payment is collected from the user of a ser-
vice to help defray the cost of providing the ser-
vice.” The reader may wish to review the state’s
IGR no.88-207 for additional guidance on this sub-
j e c t .

A user fee is simply a charge to the user of a spe-
cific government service. The underlying philoso-
phy is that those who use or benefit from a pro-
gram or service should pay for it. The direct and
i n d i rect costs of various services are analyzed, fee
mechanisms studied, and fees and rates estab-
lished to recover the full cost of service delivery.

User fees consist of two broad types of charg e s ,
and it is essential to distinguish between them.

User charges are based on the goods and services
used by an individual, group or business, for
example sewer and water user charges. Other fees,
such as licenses and permits, might reflect the
costs of the government’s review and re g u l a t o r y
p ro c e s s e s .

User Charg e s

Such charges introduce a business-like re l a t i o n s h i p
between the user/customer and the governmental
unit imposing the charges. The customer has the
option to avoid both the service and the charg e s ,
and the governmental entity provides only the
level and quality of service for which users are
willing to pay.

Individuals, groups, businesses, and org a n i z a t i o n s
pay these charges for goods or services received. The
revenues from these charges are intended to help
defray the costs of services, not to regulate the activi-
ties. Examples of this type of charges may include
the use of public buildings or re c reational facilities,
library access, copying, notary services, etc.

User Fees
This second category comprises fees assessed on
individuals, groups, businesses and org a n i z a t i o n s
for the opportunity to participate in a government-
regulated activity. Examples of these re g u l a t i o n -
oriented charges include fees for permits to build
or modify stru c t u res, court and legal expenses,
and permits to conduct garage sales. These user
fees might be considered “mandatory,” since an
individual or business may not proceed with a
c o v e red activity without regulatory review and the
payment of the associated license or permit fee.

Legal Test of User Charges

Just as the federal courts have defined taxes, the
Massachusetts court system has established a
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t h ree-point test to determine whether a user fee
may be classified as such. Emerson College v.
B o s t o n, 391 Mass. 415 (1984).

In the Emerson case the court reached the conclu-
sion that the charges imposed by the city pro-
duced revenue to defray the cost of a public bene-
fit rather than a fee paid for a benefit limited to the
owners of the pro p e r t y.

This landmark case resulted in the identification of
t h ree common traits that are used to distinguish
fees from taxes in Massachusetts. They are :

• the service must provide a direct benefit to a
party in exchange for payment in a way not
shared by other members of society;

• the service must be optional, with the party
having the choice to refuse the service; and

• the charge must compensate the specific govern -
mental unit for the cost of delivering that service
only (The governmental unit may not collect
user fees to simply raise general revenue).

T h e re have also been Massachusetts court cases
w h e re imposed charges have been upheld as valid
fees. In Southview Co-Operative Housing Corp. v.
Rent Control Board of Cambridge, 396 Mass. 395
(1985) the court concluded that charges levied
against landlords in filing petitions for individual
rent adjustments were valid fees. In another case
known as Commonwealth v. Caldwell, 25 Mass.
App. Ct. 91 (1987) the court also found that a
mooring and slip fee assessed to vessel owners by
a Harbormaster acting under a municipal ord i-
nance was a valid fee and not a tax.

In both of the above cases the court determined
that the revenues raised directly compensated the
government unit for the cost of providing the ser-
vice. On the flip side, municipalities may be
imposing fees that exceed the cost of the services
being provided. Communities should take care to
verify that local fees are based upon re a s o n a b l e
costs. User fees should not be used to generate re v-
enue in excess of the cost of providing the particu-
lar service. The burden for proving the legality of a
user fee rests with the party challenging it.

User Charges: Promoting Equity and
E ff i c i e n c y
Apart from the role user charges play in a town’s
fiscal plan, proponents of user fees and charg e s
a rgue that they offer substantial additional benefits
to communities. These benefits include:

• promotion of equity by passing the cost of
p roviding a service directly to the end user,
rather than burdening those who neither
need nor want these services. More o v e r, user
fees release general revenue to sustain ser-
vices that benefit the broader community;

• i m p roved allocation of public re s o u rc e s , p re d i c a t-
ed on a free market. When the consumer
determines both the value of the service and
the level of demand, government is encour-
aged to provide only the amount of service
needed. Public administrators can adjust fee
schedules or eliminate services based on citi-
zen demand;

• establishment of a revenue source that may vary
with the demand for specific services. A s
demand for a service increases, so does the
revenue stream; as demand declines, re v-
enues do the same; and

• enables pricing flexibility c reated by economies
of scale. As demand rises for certain services,
delivery costs may be reduced, reflecting the
lower costs of more efficient operations.

• allows linkages to other governmental efforts.
User charges can be established to benefit the
local quality of life. The use of incre a s i n g
block rates in water and sewer utilities is an
example of fee stru c t u res that are deemed to
p rotect the environment because they pro-
mote water conservation.

Challenges to User Fees
While user fees offer advantages for funding pub-
lic services, detractors of the practice also abound.
The most common argument against user fees is
their potential re g re s s i v i t y, implying that user fees
place a greater burden on low income re s i d e n t s
than on middle- or upper income residents. The
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a rgument is that those who may most need a ser-
vice may be least able to pay for it.

The issue that user fees may be re g ressive is not
the major argument here in Massachusetts, it is
that user fees re p resent a way of circumventing the
limits of Proposition 2 1/2. 

Thus, some interpret user fees as back door taxes,
used to fund municipal services formerly funded
by general revenues. Subscribers to this point of
view consider such user fees an unfair burden on
the specific users, who once paid for these services
t h rough property taxes or other general re v e n u e s .

Unlike local income, property and other taxes, user
fees are not deductible for federal income tax pur-
poses. In some communities, town meeting mem-
bers each year move to shift some fees for services
to the tax levy, reasoning that the tax deductions
for higher property taxes would reduce out-of-
pocket costs after taxes. This argument is generally
not valid with respect to itemized charges for ser-
vices to a specific property which are added to the
p roperty tax bill. The federal personal income tax
code allows deductions for property taxes only
when the taxes are based solely on the value of the
p ro p e r t y.

Enterprise Funds
An enterprise fund accounts for the income,
expense, assets and liabilities of financing specific
services to the public, where the governing body
intends to recover the costs of providing the ser-
vices through user charges. Governmental units
operate and finance these service activities in a
manner similar to a private business or enterprise.
Rates and user charges are established, either as
part of the budget process or as a separate, formal
rate-setting pro c e d u re, to cover direct and indire c t
costs, including depreciation of assets, expenses,
replacement or improvement of assets, and eff o r t s
to retain earnings for future capital investments.

While sound business practice and long-term
financial planning might dictate creation of an
enterprise fund, municipalities may also do so to
achieve some broader public policy objectives.

Some elected and appointed officials believe that
those who benefit from a particular government
p rogram should pay for the program through user
fees. These officials may conclude that an enter-
prise fund is the best mechanism for systematical-
ly accounting for all direct and indirect operational
costs and revenues. Thus, an enterprise fund not
only yields the financial data needed to periodical-
ly determine the re q u i red level of revenues, but
also responds to public policy, management con-
t rol, accountability and other objectives. 

By accepting the provisions of Chapter 44 s 53 F
1/2  M.G.L., a town may establish an enterprise
fund to segregate the accounting for a group or
class of similar municipal services. Without accept-
ing the special legislative provisions, all user fee
receipts and related disbursements are comingled
in the general fund.

If no special legislation is adopted, service expens-
es in excess of revenues must be raised thro u g h
the property tax levy or from other general re v-
enues. Revenue surpluses are rolled into the gener-
al fund balance and may not be applied to re d u c e
f u t u re user fees or be appropriated to maintain
assets used to deliver services.

The most significant diff e rence between general
governmental accounting practices and enterprise
funds is the recognition of revenues when earned
and expenses when incurred (the full accrual basis
of accounting). Municipal accounting in
Massachusetts is generally on a full cash or modi-
fied accrual basis.

Is An Enterprise Fund Appropriate?
The first decision a community must reach before
determining which accounting system will be
most appropriate is whether or not a town should
fully recover the costs associated with certain
municipal services. In reaching this decision, a
town should pose the following questions:

Who are the customers receiving the services?

A re comparable services being provided by the
private sector? By neighboring towns?

ls there a statutory obligation to provide this ser-
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v i c e ?

What are the long-range plans for this service?

Do the user fees being charged cover direct and
i n d i rect service costs?

While there are no “right” answers to these ques-
tions, towns generally create enterprise funds for
services that meet the following pro f i l e :

• the service is widely accepted by a broad base of
customers;

• competition is limited, and the service enjoys
competitive advantages: price, location, etc.;

• the governmental unit intends to continue pro -
viding the service, that is, to stay “in the busi-
ness”

• user fees either cover all  costs or may be
increased or restructured to do so; and

• accountability for the service

• response operation is clear.

Finance committees may wish to assess fee for ser-
vice programs in their budgets to determine
whether or not an enterprise fund is appro p r i a t e .
The enterprise fund approach can ensure that the
i n f r a s t ru c t u re for critical services, such as water
and sewer, can be properly maintained and
upgraded. Many communities are finding that the
demands for services funded by the tax levy leave
few re s o u rces for timely capital investment.

User Fee “Best Practice”
Whether accounted for in the general fund or by
an enterprise fund, user fees may be considere d ,
adopted, and periodically evaluated through a
five-step pro c e s s :

1. define the services to be provided on a user
fee basis;

2. estimate demand for the services;

3. calculate the full cost of the services using
cost-accounting techniques;

4. determine the total cost of delivering a “unit”
of service; and

5. establish a fee stru c t u re to recover service
costs and preserve the asset base.

This process re q u i res good business instincts and
some competency in cost accounting. A t h o u g h t-
fully appointed finance committee can be rich in
these interests and skills. While many members
may initially be unfamiliar with the idiosyncrasies
of municipal accounting, most can easily relate to
activities similar to those of a business in the pri-
vate sector. If a business analysis suggests that
t h e re is a market for a particular municipal service
and that customers will pay fees adequate to
recover costs, then the committee’s efforts should
focus on accounting for service costs.

The town’s accounting system may track all re v-
enues and expenditures in the general fund, but
which costs are related to a specific service? The
d i rect costs of a service are generally obvious:
wages and salaries, electricity and other utility
costs, supplies, materials and some capital outlays.
H o w e v e r, municipalities must also consider a ser-
vice’s indirect costs, such as insurance, employee
pension costs, operational overhead, municipal
space, debt service, etc. These expenses usually
appear in other areas of the town’s budget. The
annual cost of capital investments in inventories,
facilities, equipment and infrastru c t u re must also
be accounted for. The local government’s financial
systems should properly track the addition, dele-
tion and depreciation of their communities’ capital
investments and inventories.

Considerable analysis may be re q u i red to identify
and quantify indirect costs associated with a spe-
cific service. Ty p i c a l l y, the town’s budget pre s e n t s
lump sum appropriations and the accounting sys-
tem re c o rds gross expenses for costs such as work-
e r’s compensation premiums, group health and
medical insurance and principal and interest pay-
ments. Identifying and separating these indire c t
costs is essential to implementing an enterprise
fund. 

Enterprise funds account for their fixed assets and
long term liabilities on their balance sheets and
income statements. This method of accounting
enables rate setters to properly provide for the
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annual depreciation expenses and capital outlay
re q u i rements of the enterprise.

This chapter was pre p a red by Donald Levitan, Sheryl McMahon,

Mark Morse and Kevin Gookin and updated by Michael Daley.

9/5



Accounting: The Basics
Funk and Wagnalls defines accounting as “the art
or system of re c o rding, classifying and summariz-
ing commercial transactions in monetary terms.”
The objectives of municipal accounting include the
demonstration, by public officials, of the following:

•their exercise of appropriate stewardship over re s o u rc e s
p rovided; and 

•their expenditure of funds in accordance with the dic -
tates of the governing body (town meeting) and outside
federal and state agencies ;

• Their presentation of year-end financial statements in
accordance with accounting principles generally accept -
ed in the United States.  The Governmental Accounting
Standards Board (GASB) is the standard setting body
for all governments.

The GASB is the authoritative standard setting
body that provides guidance on how to pre p a re
financial statements in conformity with generally
accepted accounting principles (GAAP).  Users of
these financial statements (such as investors and
rating agencies) rely on the GASB to establish con-
sistent reporting standards for all governments in
the United States.  This consistent application is
the only way users can assess the financial condi-
tion of one government compared to others.  

Governments must adhere to GASB pro n o u n c e-
ments in order to issue their financial statements in
conformity with GAAP.  The users of the financial
statements also rely on the independent auditors’
opinion.  If your financial statements have signifi-
cant departures from GAAP, the independent
auditors’ may issue a qualified opinion or a dis-
claimer (where no opinion is given).  These types
of opinions may have an adverse effect on your
bond rating and your ability to borrow money.  In
many cases, the failure to issue audited financial
statements will result in a violation of an existing
bond covenant and can have serious implications.

It is important to remember that the GASB is an
independent body not associated with the United
States Government or the Commonwealth of
Massachusetts.  The GASB pronouncements are
not a federal or state mandate for financial state-
ment re p o r t i n g .

The accounting process in Massachusetts munici-
pal government is unique; it is a shared re s p o n s i-
bility among a number of financial and operating
departments. The primary accounting re s p o n s i b i l i-
ty lies with the town accountant. However, other
municipal officials such as the assessor, collector,
t re a s u re r, school business manager and water and
sewer manager also track and re c o rd financial
a c t i v i t y. While this process can be criticized as
duplicative, it can be a strong internal control pro-
vided the individual departments reconcile their
accounting re c o rds with each other on a disci-
plined basis.

The process of  “ A c c o u n t i n g” is simply the system
of re c o rding the financial transactions of an entity.
The actual individual accounting entries are re p e t i-
tive by nature and are not complicated. However,
how these individual transactions are classified,
summarized and reported is the key for an eff e c-
tive accounting system.

The process of municipal accounting is thre e f o l d :

1. The town conducts its business and re c o rds its
financial activity simultaneously on books of origi-
nal entry;

2. At the end of the fiscal period (a month, quarter
or at year-end), the accounting organization “clos-
es its books.” This is a corroborative process that
confirms that financial transactions were accurate-
ly re c o rded. Bank reconciliations are a classic
example of the closing process. A key element of
the accounting close is the reconciliation of inde-
pendent departmental re c o rds with other applica-
ble departments. Diff e rences should be investigat-
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ed and corrections made on a timely basis; and

3. The preparation of management reports for the
administration, department heads and, ultimately,
the taxpayer. Monthly financial reports typically
include budget and expense reports for individual
departments indicating the status of their allotted
b u d g e t s .

The accounting system should have a series of key
c o n t rols in place that are performed consistently
and that verify the balances re c o rded on the
accounting ledgers are properly approved and
classified. These pro c e d u res should clearly identify
and correct errors in a timely manner.
Reconciliation of account receivables, cash and
departmental balances should be completed at
least on a monthly basis. 

Finance committee members can assess the sophis-
tication of their town’s financial organization by
observing the frequency and timeliness of the
accounting closings and the quality and re l e v a n c e
of management reports. Aclassic symptom of a
s u b - s t a n d a rd operation is the inability to close the
books as of June 30 (the last day of the fiscal year)
and complete an audit on a timely basis. In the pri-
vate sector, this process is typically completed
within three months. 

Municipal Accounting Contrasted to the
Private Sector

At least some members of most finance commit-
tees have outside business and/or financial exper-
tise. The diff e rences between private and public
sector accounting historically have been extensive.
In June 1999, the GASB issued Statement #34 –
“Basic Financial Statements – and Management’s
Discussion and Analysis – for State and Local
Governments” which closes the diff e rences dra-
m a t i c a l l y.  It established new criteria on the form
and content of governmental financial statements.
GASB Chairman Tom L. Allen called Statement 34
"the most significant change in the history of gov-
ernmental accounting.  It re p resents a dramatic
shift in the way state and local governments pre-
sent financial information to the public."

Under the new model, anyone with an interest in

public finance—citizens, the media, bond raters,
c reditors, legislators, and others—will have more
and easier-to-understand information about their
governments.  Among the major innovations of
Statement 34, governments will:

•Report on the overall state of the govern-
ment's financial health, not just its individ-
ual "funds". 

• Provide the most complete information ever
available about the cost of delivering ser-
vices to their citizens.

• Include, for the first time, information about
the government's public infrastructure
assets—such as bridges, roads, and storm
sewers. 

• Prepare an introductory narrative section
analyzing the government's financial perfor-
mance. 

GASB #34 re q u i res all governments to comply
with the new standard no later than FY2004.

The government now presents an Entity-wide
Statement of Net Assets and a Statement of
Activities under the full accrual basis of account-
ing that is the same basis of accounting used by
the private sector.  In these statements, all short-
term assets and liabilities, such as cash, re c e i v a b l e s
and warrants payable, are included as well as
long-term assets and liabilities, such as capital
assets, bonds payable and compensated absences.
In most cases, revenues are recognized when
earned and expenses when incurred re g a rdless of
when the cash is received or disbursed.  The
remaining major diff e rence between government
and private sector accounting is when the pension
and post-employment benefit liabilities are re c o g-
n i z e d .

Town accountants are now re q u i red to account for
all capital assets and estimate all long-term
a c c rued liabilities.  The GASB has continued to
issue new pronouncements and is currently up to
GASB Statement #45.  The Town Accountant is
responsible for implementing these new stan-
d a rds.  
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Accounting Systems

Accountants and auditors in the Commonwealth
c u r rently use either one of two accounting sys-
tems, or both systems at the same time. These sys-
tems are statutory and uniform municipal account-
i n g .

Statutory System

The statutory system is the older of the two
accounting systems. It uses a single fund (i.e., one
general ledger) to re c o rd all transactions that occur
during the course of the year. If, for example, the
municipality is building a waste water tre a t m e n t
facility that is being funded by grants and long-
term debt, these activities are accounted for along
with normal annual operating expenses in the gen-
eral ledger. While the accountant and the tre a s u re r
may be able to diff e rentiate between these types of
activities, managers and interested outside parties
may have difficulty understanding financial state-
ments pre p a red from this system because all activ-
ities are mingled together.

Although the Statutory System is allowed, it is no
longer recommended.  It is difficult to separate the
budgeted activity from the non-budgeted activities
and does not facilitate timely financial re p o r t i n g
and preparation of the year-end audited financial
s t a t e m e n t s .

Uniform Municipal Accounting System (UMAS)
UMAS is a multi-fund accounting system based on
the national Generally Accepted A c c o u n t i n g
Practices (GAAP) for governmental units. Because
G A A P principles are accepted and used nationally,
someone in a town in the state of Utah can read a
set of financial statements from a town in
Massachusetts and be able to understand the fig-
u res and compare them to those from any other
m u n i c i p a l i t y. This updated accounting system re c-
ognizes the variety of activities performed by a
municipality in several funds. Using the pre v i o u s
example of constructing a new waste water tre a t-
ment facility, under a UMAS system: normal
municipal operations would be accounted for in a
general fund; the construction of a waste water
t reatment facility would be accounted for in a cap-
ital project fund; and other town projects that

expended or brought in money would be account-
ed for in still other funds.

To d a y, town accountants are increasingly sensitive
to national governmental accounting models.
While UMAS continues as a “guide”, the state also
looks to outside agencies, such as the
Governmental Accounting Standards Board
(GASB) to establish the principles of accounting
and reporting to be followed in Massachusetts.

Generally Accepted Accounting Principles
( G A A P )

Generally accepted accounting principles are uni-
form minimum standards and guidelines for
financial accounting and reporting. The unique-
ness of governmental operations re q u i res a sepa-
rate GAAP for governments. Since 1984, the estab-
lishment of governmental GAAP has been the
responsibility of the Governmental A c c o u n t i n g
S t a n d a rds Board (GASB). GAAP is intended to
achieve some level of standardization among enti-
ties’ financial reporting and accounting methods.
G A A P covers matters such as fund accounting,
methods of recognizing revenue and expenditure s ,
accounting consistency between periods, long-
term liabilities and disclosure re q u i rements for
external financial statements.

Auditors, in issuing their year-end reports, state
that the town’s financial statements are fairly pre-
sented “in accordance with generally accepted
accounting principles”.

As stated pre v i o u s l y, while the state remains con-
cerned with statutory compliance, GAAP, as pro-
mulgated by GASB, is now the re q u i rement for
y e a r-end reporting by Massachusetts towns.
Finance committee members (ideally through an
audit committee) should familiarize themselves
with the accounting principles followed by their
town and ensure that such principles are in com-
pliance with GAAP.

The Role of an Independent Audit

An audit is an independent examination of a
municipality’s financial transactions and account
balances that determine whether a town’s financial
statements are “fairly presented.” The audit
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p rocess involves a review of fiscal pro c e d u res and
c o n t rols, the establishment of audit scopes, the
conduct of tests and independent confirmation
and calculation of assets and liabilities.

Since the mid-1970’s, independent audits in
Massachusetts have become commonplace. A u d i t s
a re mandated by the federal government for those
communities receiving in excess of a stated
amount of federal aid. In addition, the bond mar-
ket expects audited financial statements to support
debt sales.

The major argument for an audit is the annual out-
side discipline imposed on the audited financial
o rganization(s). The presence of an outside pro f e s-
sional “looking over the shoulder” is, among other
things, an incentive for accounting officials to
maintain sound pro c e d u res and accurate books of
a c c o u n t .

Audit Products
A clean audit does not guarantee the absence of
fraud. While auditors plan and construct their
audits to identify fraud that would result in mis-
leading financial statements (this constitutes a
“major” fraud), most towns cannot aff o rd a fore n-
sic audit whereby each and every financial trans-
action is subject to outside scru t i n y.

T h e re are three products of audits: financial state-
ments, a schedule of federal awards and a man-
agement letter. The management letter outlines the
auditors’ recommendations for improvements in
accounting pro c e d u res, internal control and other
matters. Management letters can also be notewor-
thy for what they do not say. A t ruly “clean” man-
agement letter re p resents a validation that the
accounting organization and processes are in good
s h a p e .

A sometimes disproportionate level of interest is
placed on audit management letters versus the
financial statements. This is because the letter is
written “in English” and municipal officials who
do not understand the financials may be embar-
rassed to ask questions concerning them. Finance
committee members should ask for and re v i e w

both the management letter and audited financials,
and should take the initiative in understanding —
and communicating to other local officials —what
the financials disclose concerning the town’s
finances. 

Municipal officials should also conduct an exit
interview with the independent auditors to learn
first-hand of the auditors’ assessment of the finan-
cial condition of the town. The discussion can give
municipal officials the chance to learn of notewor-
thy trends, financially-troubled operations and the
viability of systems and controls in their communi-
t y.

Audit Committees
Audit committees are commonplace in the private
s e c t o r, but exist in only a few municipalities in
Massachusetts. In some instances, boards of select-
men, school committees and/or finance commit-
tees function as an ad hoc audit committee. A w e l l -
c o n s t ructed audit committee can bring together
qualified and interested citizens who have the time
and inclination to review independent audits and
their results in-depth. 

I n c re a s i n g l y, cities and towns will implement audit
committees. Finance committees and their mem-
bers can serve their communities well by actively
participating in the formation and operation of
viable and independent audit committees.

What Municipal Accounting and
Auditing Can Do For Finance Committee
M e m b e r s
Municipal accounting results in the generation of
information that is useful to finance committees
for decision-making purposes. It is essential that
the information provided by the accounting
p rocess be accurate, timely and relevant. 

T h e re are three elements that should be present to
a s s u re that the accounting process assists a finance
committee in the discharge of its re s p o n s i b i l i t i e s .
These are :

•a qualified, dedicated financial “staff” in the
town hall. Appointed and/or elected off i c i a l s
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should be pre p a red to work with each other for
the common good. The finance committee should
be wary of an overly political environment within
the town’s financial organization whereby off i c i a l s
refuse to work with or otherwise communicate
with each other;

•a data processing system that is current and sup-
ports, rather than inhibits, the process. The system
need not be complex, but it should be compre h e n-
sive. All too fre q u e n t l y, the computer can be the
“whipping boy” (justifiably or otherwise) for the
f a i l u re to provide appropriate information;

•a finance committee that includes individuals
with outside financial, business and/or accounting
expertise. Acknowledging that the finance commit-
tee members are volunteers, those with private
sector financial or business experience can ask the
right questions, request the appropriate informa-
tion and act as mentors for committee members
without specific fiscal expertise.

At a minimum, the town accountant must pro v i d e
budgetary information to the finance committee as
it pre p a res for an upcoming budget cycle. Finance
committees should also be provided monthly
a p p ropriation status reports. This information can
include prior year actual expenditures, curre n t
year expenditures compared to the budget, fore-
casted current year expenditures and budgeted
e x p e n d i t u res for the next fiscal year. Revenue data
and/or free cash forecast may also be pro v i d e d .

H o w e v e r, the track re c o rd for submitting interim
accounting reports to the finance committee is
very mixed. In some cases, finance committees
receive no interim reports, especially in communi-
ties where the finance committee may be passive
or inexperienced and does not know what to
request from the town’s accounting functions. This
lack of reporting can be contrasted to re p o r t i n g
s t a n d a rds in the private sector, where compre h e n-
sive monthly — and even weekly or daily —
financial statements are routine. 

Although many municipalities’ fiscal reports deal
with budgetary performance only, finance commit-
tees should strive toward a reporting standard that
includes a comprehensive financial statement

package containing balance sheets, statements of
revenues and expenditures, changes in fund bal-
ances and cash flows. If such information cannot
be submitted on a monthly basis, then the finance
committee should request it quarterly. It is possible
that requests for such information will meet with
resistance; however, the reaction of towns’ fiscal
reporting officers to such requests will tell a gre a t
deal about the underlying sophistication of the
municipalities’ management systems.

Key Areas to Review in the Financial
S t a t e m e n t s
GASBS 34 defines what the minimum financial
reporting re q u i rements are for a governmental
entity’s basic financial statements and re q u i re d
supplementary information (RSI).  Listed below
a re the components of these re q u i re m e n t s .

Management’s Discussion and Analysis (MD&A)
includes an introduction of the basic financial
statements and provides an analytical overview of
the financial activities.  This is a key document to
read, as it should highlight the financial position
and results of operation of Town in plain English.
The focus is on the entity-wide full accrual activi-
ties and the major governmental and pro p r i e t a r y
funds.  

The Basic Financial Statements include the follow-
ing sections.

A. The Government-Wide financial statements use
the full accrual basis of accounting and include
two financial statements.  The Statement of Net
Assets is a statement of financial position at a cer-
tain point in time (June 30th) where Assets –
Liabilities = Net Assets.  The Statement of
Activities reports the changes in net assets for that
fiscal year.  It is presented on the “net cost”
a p p roach where program revenues are subtracted
f rom functional expenses to identify the net
( e x p e n s e ) / revenue by functional activity.

These are the statements that most closely re s e m-
ble the private sector.
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B. Fund Financial Statements (for each of the thre e
fund categories).

•Governmental Category – includes the General,
Special Revenue, Debt Service, Capital Pro j e c t s
and Permanent Fund Types (focusing on “Major”
funds) using the modified accrual basis of account-
ing.  The financial statements include:

•Balance Sheet

•Statement of Revenues, Expenditures and
Changes in Fund Balances

•Statement of Revenues, Expenditures and
Changes in Fund Balances – Budget and Actual.
Presented for the General Fund and each major
Special Revenue Fund with a legally adopted
budget.  This may also be presented as RSI in a
Schedule after the Notes to the Financial
Statements.

• Proprietary Category – includes the Enterprise
(fee for service activities such as water and sewer)
and Internal Service (usually self-insured health
insurance) Fund Types using the accrual basis of
accounting.  The financial statement include:

•Statement of Net Assets or Balance Sheet

•Statement of Revenues, Expenses and Changes in
Fund Net Assets or Fund Equity

•Statement of Cash Flows

• Fiduciary Category – includes the Pension (and
other employee benefit) Trust, Investment Tru s t ,
Private-Purpose Trust and Agency Fund Ty p e s
using the accrual basis of accounting

•Statement of Fiduciary Net Assets

•Statement of Changes in Fiduciary Net Assets

The annual financial statements can be difficult to
i n t e r p ret if you are not fully aware of the unique
accounting methods used to pre p a re them. Listed
below are some of the items that may help a re a d-
er understand what the financial statements are
really saying.

Independent Auditors’ R e p o r t
Understand the nature of any“Qualifications”, as

some are more serious than others.

General Fund’s Financial Position

• Understand the components of fund bal-
ance.

• General Fund unreserved fund balance
should be positive and a policy should be
established that sets a specific year-end bal-
ance.

• Long-term stability of the fund balance
position should be maintained. The out-
standing receivable balance should not be
too high as it would indicate a problem in
collection or the validity of the balance.

• Refer to the Budget-to-Actual Statement to
see how much “Free Cash” was used. If
used, it means that a current period loss
was budgeted.

• There must be a consistent “Structural
Balance” maintained where recurring rev-
enues are sufficient to cover recurring
expenditures.

• Understand the components of “Operating
Transfers”.

• Check to see if the General Fund is subsi-
dizing enterprise operations (water &
sewer). This would indicate that the “users”
are not paying for the full cost of the ser-
vices.

Governmental Major Funds

The General Fund is always presented in a sepa-
rate column of the fund based financial statements
as a major fund.  GASB also re q u i res any other
major special revenue, capital projects, debt ser-
vice, or permanent fund also be presented as a
major fund.  These funds are typically significant
capital projects (new high school) or a stabilization
fund.  There are dollar thresholds established by
the GASB where a major fund is re q u i red but a
community has the option to show any fund as
m a j o r.  Your community may want to suggest that
a fund with a lot of local interest such as a commu-
nity preservation fund be shown in its own col-
umn.  
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Special Revenue Fund

• This is a self-supporting fund that should not
have any deficits within a sub-fund.

• Footnotes should disclose any permanent
deficits that must be funded by the General Fund.

• Review the balance sheet for any significant
receivables which may indicate an unusual delay
in collecting re v e n u e s .

Capital Projects Fund

• This fund, for one-time projects, is funded
t h rough a combination of grants, local contri-
butions and long-term bonds. If the financial
statements show a deficit fund balance it may
be only temporary until the long-term bonds
a re issued. If the deficit is permanent, it should
be disclosed in the footnotes to the financial
s t a t e m e n t s .

L o n g - Term Debt

• This liability is not part of the general fund’s bal-
ance but has a significant impact on financial posi-
t i o n .

• Review the notes to the audited financial state-
ments that include the schedule of future pay-
m e n t s .

• Review Bond Anticipation Notes outstanding in
conjunction with the amount of authorized and
unissued debt.

• Low outstanding debt may be an indication that
capital needs have not been addressed on an ongo-
ing basis. The need for significant future capital
outlays may have an adverse effect on financial
p o s i t i o n .

Internal Service Funds

These funds account for the self-insured risk
financing activities, such as health insurance.
Revenues are mainly from employer and
employee contributions.

• Special attention must be paid to any signfi-
cant accumulated surplus or deficit.

• A significant deficit will have an adverse
effect on the overall financial position.

• A significant surplus will have a positive
effect on the overall financial position.

• Gain an understanding on the accrued lia-
bility know as “Incurred But Not Reported”
(IBNR).

Unfunded Liabilities

• The Unfunded Pension liability is disclosed
in the footnotes or reference is made to a
regional retirement system that will have
the information. These past service costs
must be funded in the future and will have
an impact on financial position and future
operations.

• Post employment retirement benefits
(retiree’s health insurance) is currently not
required to be recorded or disclosed. A foot-
note should disclose the number of retirees
covered and the current year expenditure.
The actuarial accrued liability, which can be
significant, usually has not been calculated.
Currently these expenditures are funded on
the pay-as-you-go method.

•The GASB issued Statements #43 and #45
that changes the requirements of financial
reporting of postemployment benefits other
than pensions.  It will require the Town to
complete an actuarial valuation and develop
a funding plan by FY2008, FY2009, or
FY2010 depending on the size of the com-
munity.  The community does not have to
implement the funding plan but if it does
not meet an actuarial determined contribu-
tion, a new liability is recorded on the state-
ment of net assets.  It is recommended that
you discuss the implication of these new
GASB statements with the Town accountant
or your independent audit firm.

• Compensated Absences are the earned, but
not yet paid, vacation and sick leave termi-
nation benefits. The liability is recorded in
the Statement of Net Assets and not in the
Fund Based Financial Statements. Large
accumulated balances can have an adverse
effect on financial position or in the case
where after the termination payments are
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made to a long-time employee the remaining
budget may not be sufficient to hire a replace-
ment.

• Landfill Liability is the estimated cost of closing
and postclosure care that will require future
resources to be allocated to comply with Federal
and State regulations. A footnote should disclose
the details of theaccrued liability.

S u m m a r y
A community’s financial information is available to
o fficials in the form of year-end financial statements,
management letters, and internally produced interim
reports. It is management’s responsibility to assure that
t h e re are systems in place to compile and report the
financial position in a timely and accurate fashion. It is
the official’s responsibility to obtain the knowledge to
adequately identify and analyze the components of
financial reports that have a direct impact on the com-
munity’s current and future financial position. Failure
to generate such data should constitute a “red flag”
that the town’s financial systems and policies need re -
tooling to move into the modern-day enviro n m e n t .
These updates may re q u i re the support of the finance
committee to invest in upgraded computer systems
and/or additional staffing levels.

This chapter was compiled from information provided by James F. Russell,

Donald Levitan and James E. Powers and was updated by Powers.
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I n t r o d u c t i o n
Planning for and financing the replacement of a
town’s infrastru c t u re is an enormous task.
Evaluating assets and their expected useful lives,
p rojecting replacement costs, examining financing
options, determining bonding levels, estimating
user fees and tax levies and evaluating the impact
on property owners are all important steps in the
p rocess. This section of the handbook pre s e n t s
information for finance committee members on
what capital planning and budgeting is, how it
should be done, who should do it, and the role of
the finance committee in these activities.

Chapter 41, s 106B M.G.L. states that a town may
c reate a capital planning committee by bylaw, but
does not re q u i re such a committee. As indicated in
p revious sections of this handbook, a finance com-
mittee’s role is community specific. In some towns,
the finance committee also serves as the capital
planning committee. In some towns, a separate
capital planning committee is responsible for the
annual budget  and capital plan. In other towns,
town administration staff pre p a re and present the
capital budget to the Finance Committee.

Capital Projects, Capital Budgets and
Capital Improvement Programs
A capital project differs from an operating expense.
This handbook defines capital projects as major,
n o n - recurring expenditures, for one of the follow-
ing purposes:

• acquisition of land for a public purpose;

• construction of a new facility or external
expansion or major rehabilitation of an
existing one. Examples of such town facili-
ties include public buildings, water and
sewer lines, roads and playing fields; pur-
chase of vehicles or major equipment items; 

• any planning, feasibility, engineering or

design study related to a capital project or
to a capital improvement program consist-
ing of individual projects.

• equipment for public improvements when
they are first constructed such as furniture,
office equipment or playground equipment;

• major equipment which is expensive and
has a relatively long life such as a fire appa-
ratus, garbage trucks and construction
equipment.

Typically capital projects do not include:

• equipment such as furniture or police or
public works vehicles which are replaced
annually in approximately the same quanti-
ty;

• equipment with a useful life of five years or
less. 

Most towns establish a policy for the dollar value
and useful life of a capital project to further distin-
guish between capital expenditires and operating
expenses. There is no formula for setting these cri-
teria. Some larger towns and cities treat as capital
budget requests purchases that cost $25,000 or
m o re and have a useful life of five or more years.
Departments include all other expenses in their
operating budget requests. Smaller towns may use
a lower number, e.g. $10,000, for the threshold cost
for a capital item. Some communities also focus on
the useful life of an asset, using as little as thre e
years or as much as seven years as a criterion.

Other considerations might influence a town’s
policies re g a rding capital versus operating expens-
es. Such considerations may include the town’s
total budget or the budget of the department
requesting a capital project, or the frequency with
which a department requests the capital item. For
example, a police cruiser may be a capital item in
some towns, but in other towns cruisers are
replaced so frequently that they are considere d
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operating costs. Whatever criteria a town chooses,
it is important to be consistent from one year to
the next and to apply the criteria uniformly to all
re q u e s t s .

The capital budget is the amount of funds appro p r i-
ated by town meeting in a single fiscal year for all
capital projects. Each year, the first year of the cap-
ital program should become the capital budget.
For appropriation purposes, the capital budget
may be incorporated into the operating budget
article or adopted as a seperate budget in an
omnibus capital article or incorporated into several
articles. However it is presented for appro p r i a t i o n ,
for information purposes, the capital budget
should be shown in one summary sheet to illus-
trate the total spending planned for capital pur-
poses in a single fiscal year.

The capital improvement program or plan, o f t e n
re f e r red to as the CIP, is a plan for future capital
e x p e n d i t u res. It identifies each capital project, its
anticipated start and completion dates, the amount
to be spent each year and the method of financing
the plan. Generally, the CIP covers five years into
the future, but some communities choose to
extend the plan to seven or even 10 years forward .
R e g a rdless of how many years forward a CIP
extends, any capital budget should reflect the first
year of the CIP.  The capital budget is also year
two of last year’s CIP, brought current to re f l e c t
decisions made last year and current fiscal re a l i-
t i e s .

Why a Capital Planning Program?
An orderly capital improvement program has
many benefits for a town. These benefits include:

• focusing attention on town objectives and finan -
cial capacity;

• coordinating the proper scheduling of individual
projects in relationship to each other;

• facilitating understanding of the relationships
between capital needs and operating budgets;

• enhancing the community’s credit rating, con -
trolling its tax rate, and avoiding sudden
changes in its debt service requirements;

• helping to maintain a consistent minimum level
of spending for capital projects. In a tight fiscal
year, many towns find it tempting to defer
or eliminate capital spending as a way of
resolving a projected operating budget
deficit. Identifying the impact this would
have on current and future capital projects
can help in setting these prioroties;

• identifying and coordinating the most appropri -
ate means of financing projects. For example,
purchase of land for open space could be
funded from a combination of the tax levy,
debt financing, a state grant, or Community
Preservation Act (CPA) funds if the town
has accepted this program. The CIP can
help increase the opportunities for identify-
ing such alternative sources of funding the
CIP.

• Keeping the public informed about capital needs
and projects, which can help in building and
maintaining public support for specific pro-
jects.

The existence of a systematic capital planning
p rocess is an important consideration for the agen-
cies that rate municipal debt. Both Moody’s and
S t a n d a rd & Poor’s rating agencies evaluate the
extent to which a town is anticipating and plan-
ning for its capital needs.

Who prepares the CIP and capital budget? 
Towns vary vastly in their stru c t u res, traditions
and re s o u rces, so responsibilities for preparation of
a CIP vary as well. There is no right or wro n g
a p p roach, but experience has shown that some
a p p roaches work better than others.

First, if at all possible, responsibility for pre p a r a-
tion of the CIP should not rest solely with the
finance committee. Preparation of the CIP is a for-
midable task. The finance committee should
receive the report of the committee or staff who
p re p a re the CIP, and should collaborate with the
C I P committee as necessary. Below are some com-
mon approaches for developing the CIP and capi-
tal budget.
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Bylaw Authorized Committee

As mentioned earlier in this chapter, a capital plan-
ning committee can be created by bylaw. Chapter
41 s 106B  M.G.L. states that such a bylaw shall
p rescribe the composition, mode of appointment
or election and terms of the members of said capi-
tal planning committee.

Board of Selectmen-Appointed Committee (perma -
nent or ad hoc) 

This approach suggests that the overall re s p o n s i-
bility for presentation of a capital impro v e m e n t
budget should be with the board of selectmen. The
b o a rd appoints the CIP committee and gives them
overall direction, and the CIP committee re p o r t s
back to them. The board may adopt or modify the
C I P committee’s recommendations to them, and
then they submit the capital budget to the finance
committee and town meeting.

Staff Responsibility
In some communities, the town manager, town
administrator or finance director is assigned
responsibility for the preparation of the capital
budget and the CIP. He or she is often assisted by
other town staff, such as the tre a s u re r, town
accountant, planning dire c t o r, town engineer, etc.

Planning Board 

This approach seems to be a historic model. The
planning board pre p a red the CIPbecause no one
else did. This model is on the decline.

Hybrid Appro a c h e s
In some towns, a combination of these appro a c h e s
is used. In the Town of Sudbury, a committee of
residents is established by a CIP b y l a w, but a sec-
ond committee comprised of department heads
f rom the town and school department, led by the
Town’s finance dire c t o r, pre p a res and submits a
draft CIP report to the town manager. This re p o r t
a l ready weighs overall town priorities as ranked
by the department heads and the town manager.
The town manager then submits the draft re p o r t
and project descriptions to the CIP committee. The
C I P committee holds public hearings, makes its
own analysis, then presents the re c o m m e n d e d
annual capital budget to the fiannce committee

and to town meeting.

The Capital Improvement Planning
P r o c e s s

R e g a rdless of who is responsible for preparing the
C I P in a community, the steps are similar.

1. Organize and prepare for capital planning;

2. prepare an inventory of existing facilities;

3. determine the status of previously
approved projects;

4. prepare project requests;

5. develop project evaluation criteria;

6. evaluate project requests;

7. establish project priorities;

8. assess financial capacity and

9. develop a CIP report with financing plan

Organize and Prepare
If a town is putting together a formal capital plan-
ning process for the first time, there are certain
o rganizational tasks that need to be addre s s e d .
Alternatives for organizational stru c t u re should be
examined. If a committee is assigned re s p o n s i b i l i t y
for CIP e fforts, the town should try to insure that
the committee will have the time to devote to the
p rocess and adequate staff support. Members of
the committee should have a long-range perspec-
tive on the town’s needs and good collaboration
and communication skills in order to foster partici-
pation and support. Next, those responsible for
p reparing the CIP should establish policies to
guide all participants in the process. These policies
should cover such things as the definition of a cap-
ital project, criteria for prioritizing projects, meth-
ods and timing of hearings and other citizen par-
ticipation. Finally, forms, instructions and a calen-
dar of important dates and steps should be devel-
oped. Forms are important because they help
e n s u re that consistent and complete information is
requested from all those who are making capital
requests. Instructions should be clear on how the
forms are to be completed.
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Prepare an Inventory of Existing
F a c i l i t i e s

The next step is to inventory all existing town and
school facilities and fixed assets, and assess their
condition. Basic inventory information consists of
a description of the asset: its location, age, condi-
tion, original cost, current value, maintainence and
operating costs, type and extent of use, depre c i a-
tion, estimated replacement costs and any pro-
posed date for rehabilitation of replacement.  Most
towns should be able to obtain valuable informa-
tion on town owned assets from the To w n
Accountant. A new accounting rule (GASB 34)
re q u i res Town Accountants to add fixed asset
information to the Town’s general ledger. These
fixed assets re c o rds are valuable for insurance pur-
poses and internal control of property as well as
for planning the CIP. Often the town’s insurance
carrier has a list of insured assets that can serve as
a basis for inventory. At a minimum, the inventory
should include all buildings and equipment; it is
desirable for the inventory to include utilities,
commuinity facilities, road and sewers as well. 

Determine the Status of Previously
Approved Projects

The status of projects already approved by town
meeting is the next important piece of information
re q u i red in developing the CIP. Identifying pro-
jects that are underway, or approved but not yet
begun, will clarify whether additional funds are
re q u i red or if unspent funds will be available fro m
completed or discounted pro j e c t s .

Develop Project Requests

The CIP committee should send department heads
and other appropriate officials and boards a
timetable, standardized capital project re q u e s t
forms and instructions for completing re q u e s t s .
This package should include project evaluation cri-
teria. The request forms should ask for a descrip-
tion of any proposed capital project, its purpose
and justification, who benefits, how needs a re cur-
rently met, a detailed costs breakdown, pro p o s e d
capital expenditures by year, relationship to other
p rojects, effect on the operating budget (including
maintenance costs) and recommended method of

financing. 

Department heads are not the only ones who
should be asked to pre p a re and submit pro j e c t
requests. Citizen advisory committees and elected
o fficials can also see the need for projects and can
complete requests as well.

Develop Project Evaluation Criteria
It is important to develop and agree on criteria for
evaluating projects before beginning the actual
ranking of the projects. Criteria may vary for dif-
f e rent towns. The criteria that the town of
Lexington uses for evaluating these requests are as
f o l l o w s :

Risks to public safety or health
P rojects that would protect against a clear and
d i rect risk to public safety or public health.

Deteriorated facility

P rojects that re c o n s t ruct or rehabilitate a facility to
avoid or postpone replacing it with a new, more
costly facility or piece of equipment.

Systematic re p l a c e m e n t
P rojects that would replace or upgrade a facility or
piece of equipment as part of a systematic re p l a c e-
ment program This criterion assumes a re p l a c e-
ment or upgrading at the current level of service; a
replacement that significantly expands or incre a s e s
the level of service would be evaluated under
other criteria.

I m p rovement of operating efficiency
P rojects that substantially and significantly
i m p rove the operating efficiency of a department,
or an expenditure that has a very favorable re t u r n
on investment with a promise of reducing existing
or projected future increases in operating expenses.

C o o r d i n a t i o n

P rojects that are necessary to ensure coord i n a t i o n
with another CIP p roject (such as scheduling a
sewer project to coincide with a street re c o n s t ru c t i o n
p roject so that the street is not dug up a year or two
after it is completed). A p roject may be necessary to
comply with re q u i rements imposed by others.
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Equitable provision of services and facilities

P rojects that would serve a special needs group or
that makes equivalent facilities or services avail-
able to neighborhoods or population groups that
a re now “underserved” in comparison with
townspeople generally.

P rotection and conservation of re s o u rc e s
P rojects that protect those natural re s o u rces that
a re at risk, of being reduced in amount or quality
or that protect the investment in existing infra-
s t ru c t u re against excessive demand or overload
that threatens the capacity or useful life of a facility
or piece of equipment.

Evaluate Project Requests

All project requests should then be evaluated by
the CIP committee or staff. A s t a n d a rdized evalua-
tion sheet should be pre p a red on each pro j e c t ,
which should address questions such as:

Does the requested project contribute to the
achievement of existing town goals, policies, plans
and work pro g r a m s ?

What are the general benefits of the pro j e c t ?

Is the project acceptable to the public?

What is its total cost (both capital and annual oper-
ating expenses)? Is it funded by the tax levy or by
b o r rowing and how would it affect the tax rate?

Does the project have its own funding source, such
as user fees or an enterprise fund or the
Community Preservation A c t ?

A re there legal re q u i rements that must be met?

A re there any special circumstances worthy of
note? The CIP committee re c o rds such notes in
evaluating each re q u e s t .

Establish Project Priorities

Once all the project requests have been evaluated,
they need to be ranked in order of priority. Few
towns, if any, have the re s o u rces to fund all
requests. Some recommend computing a numeri-
cal “score” for each project in an effort to be more
objective about the relative importance of each

p roject. Others feel that because the projects are
usually so varied in terms of the service are a ( s )
they cover and the public service goals they pur-
sue, that requests are not comparable. Whether or
not a numerical ranking system is used, all pro j e c t s
should be assigned an overall priority rating, such
as the following:

Priority A

U rgent, high priority projects which should be
done if at all possible. A special effort should be
made to find sufficient funding for all of the pro-
jects in this gro u p .

Priority B
High priority projects which should be done as
funding becomes available.

Priority C

Worthwhile projects to be considered if funding is
available; may be deferred to a subsequent year.

Priority D
Low priority projects; desirable but not essential.

Assess Financial Capacity
Since municipalities work with limited re s o u rc e s ,
each capital request must compete for funding
with other capital needs and with operating
expenses. Unless the selectmen are pre p a red to
seek an override of Proposition 2 1/2, the amount
of money that can be raised from the tax levy must
be considered “fixed.” Towns must, there f o re, give
c a reful consideration to their capacity to finance
the CIP.  Some of the questions that should be
asked to help assess this fiscal capacity include:

What percentage of each year’s fiscal re s o u rc e s
should be allocated to capital over operating pur-
p o s e s ?

Of the amounts allocated to capital spending how
much should be for debt service and how much
should be direct cash spending for capital?

What are the current and future debt service oblig-
ations for debt already issued? For debt alre a d y
a p p roved but not yet issued?

What are other non-tax levy revenue sources avail-
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able to support capital spending? These include
user fees, private contributions, federal and state
aid, etc.

What are the long-term financial projections for
revenues and expenditure s ?

What is the current policy of the town for using
f ree cash and/or a stabilization fund for capital
p ro j e c t s ?

If the town has accepted the CPA, proposed pro-
jects to acquire open space, develop aff o rd a b l e
housing opportunities, create or expand re c re-
ational projects, or re s t o re historical assets can be
funded from CPA m o n e y. The CIP c o m m i t t e e
should work closely with the Community
P reservation Committee (CPC) to track capital pro-
jects that are properly the purview of both com-
m i t t e e s .

These questions should be considered early in the
budget planning cycle, and are properly within the
agenda of the finance committee as well as the
b o a rd of selectmen. The finance committee should
also establish its role in developing guidelines and
recommendations for the CIP committee to use in
conducting its analysis.

S o u rces of revenues that might be devoted to capi-
tal projects (e.g., any revenue from nonre c u r r i n g
s o u rces) could also be identified by the finance
committee and/or board of selectmen. Larg e r
towns with sizable capital needs should consider
developing a separate debt policy to guide the CIP
committee and town meeting in the prudent use of
debt. Issuing debt for capital projects is addre s s e d
in greater detail in Chapter 12.

Develop a CIP Report with a Financing
P l a n
The CIP report brings together a municipality’s
data gathering, evaluation process and financing
opportunities. Proposed projects have been evalu-
ated and assigned into priority groups, and the
C I P committee can then recommend including in
the CIP p rojects which are of highest priority. The
committee can also recommend funding in the
capital budget for those projects the town appears

to have the capacity to finance.

These recommendations; should be incorporated
into a CIP report. Depending on the stru c t u re and
mission of the CIP committee, the report should be
p resented to the board of selectmen, finance com-
mittee, the town meeting, or the town manager
Key sections of the reports should include:

• a capital budget message and overview;

• summary recommendations;

• detailed recommendations and comments;

• a statement of the CIP committee mission,
membership, and enabling bylaw;

• CIP policies and goals, including debt poli-
cies, fiscal capacity assessments, and capital
definitions; and

• graphs and charts.

In some towns all project requests submitted for
consideration are included in the CIP report. The
evaluation criteria and priority rankings would
indicate why specific project requests were notin-
cluded in the CIP i t s e l f .

If the report is presented to the board of selectmen,
they may hold hearings on the CIP, amend the CIP
or the capital budget, then forward the capital
budget and the CIP to the finance committee or
separate capital expenditures committee. This
committee reviews and recommends action not
only on the capital budget, but does so in consid-
eration of the overall capital pro g r a m .

Institutionalize the CIP

The CIP p rocess and committee will have more
c redibility and greater impact on the town’s capital
and financial planning if its presence and mission
is institutionalized. A town bylaw should set forth
the capital planning process, including the
appointing authority, responsibilities for any com-
mittee and a timetable for capital planning activi-
ties. The capital planning process should be incor-
porated in the town’s budget calendar.
Department heads, especially, will be better able to
meet their CIP responsibilities if they are given
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advance information about dates set for pro j e c t
requests, project hearings, etc. Standardized forms,
distributed on time, i.e. consistent with the estab-
lished calendar, will also help the pro c e s s .

An important factor in the success of any capital
i m p rovement program is the support it re c e i v e s
f rom all participants including department heads,
town management, selectmen and the finance
c o m m i t t e e .

The finance committee will make its job easier in
the long run by collaborating with the CIP c o m-
mittee (or staff) to accomplish the following:

• make sure department heads are aware that
capital requests go to the CIP committee,
not the finance committee. The finance com-
mittee should not consider a capital item
unless it has been submitted to the CIP com-
mittee first;

• reject any operating budget request that
meets the definition of a capital project item,
as defined in the town’s criteria for capital
expenses. These requests should be sent
back to the department, with instructions to
send it to the CIP committee; and

• focus on the long-range planning efforts of
the town and emphasize the importance of
the CIP process and committee in that
effort.

This chapter was pre p a red amd updated by Maureen G. Va l e n t e .
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I n t r o d u c t i o n
Municipalities seek to borrow funds for two gener-
al purposes identified by the need and term of the
b o r rowing, i.e. short and long term:

• short-term basis — notes are issued for one
year or less to meet interim cash re q u i re-
ments prior to the receipt of funds fro m
p roperty taxes, state grants, federal grants or
the proceeds of a bond sale; and

• long-term basis — bonds are issued on a per-
manent basis to fund capital impro v e m e n t s
or for other purposes allowed by statute.

The purpose, length to maturity, debt limits and
p ro c e d u res for the issuance of municipal debt, for
both short and long term, are tightly regulated by
Chapter 44 M.G.L. , and other statutes such as those
regulating school buildings and landfills. In general,
a town borrows by issuing securities (notes or
bonds) in exchange for the funds received. The
securities must be signed by the tre a s u rer as well as
the board of selectmen, and are a legal commitment
on the part of the town to pay the purchaser of the
securities a specified sum of money plus interest on
a certain date. The process of issuing debt can be
quick and easy or long and time consuming,
depending upon the amount being borrowed, the
time period over which the debt will be repaid and
the type of issuance, i.e. short or long term.

Short Term Borrowing
Notes are issued for four purposes:

1. Revenue Anticipation Notes (RANs) a re issued in
anticipation of the collection of local re v e n u e ,
primarily property taxes. This debt is authorized
by Chapter 44 s 4 M.G.L. and is initiated by the
town tre a s u rer with the approval of the board of
selectmen. The town must have a cash flow that
demonstrates a need for the borrowing. No
action is re q u i red by the finance committee or
town meeting.

2. State Aid Anticipation Notes (SAANs) a re issued
in anticipation of the receipt of a state grant.
This debt is authorized by Chapter 44 s 6A
M.G.L.  and is initiated by the town tre a s u re r
with the approval of the board of selectmen. The
town must have a state grant indicating the
state’s financial commitment. No action is
re q u i red by either the finance committee or
town meeting.

3. Federal Aid Anticipation Notes (FAANs) a re issued
in anticipation of the receipt of a federal grant.
This debt is authorized by Chapter 74 of the
Acts of 1945. The borrowing is initiated by the
t re a s u rer with the approval of the board of
selectmen and the State Municipal Finance
Oversight Board. The municipality must have a
federal grant agreement indicating the federal
government’s financial commitment. No action
by the finance committee or town meeting is
re q u i re d .

4. Bond Anticipation Notes (BANs) a re issued in antic-
ipation of the receipt of proceeds from the sale of
bonds by the town. This debt is authorized by
Chapter 44 s 17 M.G.L. and a loan authorization
of the town meeting. The borrowing is initiated
by the tre a s u rer with the approval of the board of
selectmen after all legal re q u i rements have been
met. Action by the finance committee and town
meeting is re q u i red in the authorization pro c e s s .

Long Term Borrowing

A town authorizes the issuance of debt for a variety
of capital and some non-capital purposes as pro v i d-
ed by statute. Municipalities borrow and repay the
debt over a number of years in order to finance pro-
jects they could not aff o rd to pay from their operat-
ing budget. In addition, the argument can be made
that people who enjoy the use of a major facility in
the future should bear some of the cost burd e n .
Debt, in the form of loan authorizations, must be
authorized by a two-thirds vote of the town meet-
ing. Details of the authorization and issuance
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p rocess will be discussed more fully below.

Participants in the Process

The key players in this process include:

• town treasurer;

• other municipal officials;

• bond counsel;

• financial advisor;

• underwriter;

• Massachusetts Department of Revenue;

• Division of Local Services;

• credit rating agencies.

Town Tr e a s u r e r
This municipal official has the statutory re s p o n s i b i l i-
t y, with the approval of the board of selectmen, for
the issuance of the town’s debt. S/he also has re s p o n-
sibility for the management of borrowed funds and
the payment of debt service. It is critical, there f o re ,
that the tre a s u rer be included in discussions of debt
policy from the very beginning of the pro c e s s .

Other Municipal Off i c i a l s
Other officials including the finance committee,
b o a rd of selectmen, town accountant and town
administrator need to be involved in the planning
and authorization process. This is especially impor-
tant in presenting the loan authorization to town
meeting and planning the repayment of the pro j e c t e d
debt service. In addition, their input is needed when
p resentations are made to the credit rating agencies.

Bond Counsel
A specialized law firm with expertise in municipal
law and bonding is re f e r red to as bond counsel.
These attorneys will guide the town through the
legal process of issuing debt and issue a legal opin-
ion to the purchasers of the securities on their
legality and tax exempt status.

Financial Advisor
A financial institution with expertise in municipal
finance, municipal borrowing and the municipal
securities market is called a financial advisor.
These advisors will guide the town through the
planning, authorization and debt issuance.

U n d e r w r i t e r
An underwriter is a bank or securities firm that
p u rchases the town’s securities with the intent of
reselling them to investors. Some banks also pur-
chase municipal securities with the intent of hold-
ing them in their own portfolio.

Massachusetts Department of Revenue
Division of Local Services (DLS)
This department of the Commonwealth is re s p o n-
sible for regulating and providing technical assis-
tance to local government. A d d i t i o n a l l y, the DLS’
B u reau of Accounts, through its State House Loan
P rogram, provides a certification service for the
issuance of notes and small amounts of bonds.
This program has been in existence since 1910 and
p rovides a very cost-effective process for the
issuance of debt. It does have limitations and its
use must be examined with each sale. DLS has a
municipal data bank that can be accessed in a vari-
ety of ways and is very useful in analyzing the
town’s economic and financial condition.

Credit Rating Agencies
These firms rate the credit worthiness of a munici-
pality and significantly impact the interest rate on
a town’s securities. With the exception of small
bond and note sales issued through the state’s
B u reau of Accounts, it is necessary for a town to
apply for a credit rating on bond issues and on
note issues over a certain size.

T h e re are several rating agencies and they, like
other advisors, charge a fee for their services to the
town. A good credit rating depends on a variety of
factors, some of which can be achieved by good
management on the local level. Most rating agen-
cies use four factors to determine credit ranking:

12-2



• debt factors. How much debt does the town
have? What is the unfunded pension liabili-
ty? What are the future borrowing plans?
What is the debt retirement rate?

• economic factors. What are the income and
wealth characteristics of the community? Is
there much commercial/industrial diversi-
ty? How susceptible is the town to regional
and national economic changes? What is its
capacity for growth?

• administrative factors. What is the town’s
management capacity? What is its political
environment? How much capital and
longterm planning is being done?

• financial factors. What is the rate of tax col-
lection? How successfully has the town
avoided short-term revenue borrowing? Are
there adequate reserves? How diversified is
the town’s revenue base? What are its oper-
ating results?

Debt Planning
In terms of debt planning, there are three areas a
town needs to consider. The first, and most critical,
is determining how the town will pay for the
resulting debt service; the second, is gaining town
meeting approval and thus acquiring the authority
to borrow; and the third, is planning for issuance.
The project approval process re q u i res the commu-
nity to pass and approve the project on its merits
and need, and the ability of the community to
a ff o rd the resulting debt service. While the tre a s u r-
er is responsible for executing the debt issuance of
the approved project and should be part of the
a p p roval process from conception, the planning of
major projects should be a joint project of all
a p p ropriate officials from beginning to end.

Ability to Pay
Communities must review their ability to add or
absorb debt obligations. The demographics, econo-
my and Proposition 21/2 can have a significant
impact on the response to new debt. As stated in
Chapter 11, the prioritizing of capital projects will

assist in overall debt planning.

In most towns there will be three options to
absorb the debt service of a significant project.
These include:

• absorbing the debt service within the current
operating and debt service budget,;

• supporting the debt service from designated rev -
enues such as water and sewer; and

• excluding the debt service from the limits of
Proposition 21/2.

Absorbing the Debt Service Within the
B u d g e t
Absorbing the debt service in the operating budget
involves multi-year planning and the integration
of the new debt service in the budget pre p a red for
its absorption. This usually centers around the cur-
rent debt service budget, which under most cir-
cumstances declines each year. With careful plan-
ning the new debt service can be initiated as old
debt service is being re t i red. Planners need to be
s u re that that they are not counting on re v e n u e
s t reams that will end with the debt service such as
state school building assistance, debt exclusion re v-
enue or special revenue from water and sewer.

Designated Revenues
This option is available in very limited situations
w h e re the debt service of a capital project can be
supported by departmental revenues. This occurs
most commonly for water and sewer pro j e c t s ,
transfer stations and improvements that can be
paid from betterment assessments. Towns must
first make the determination that fee rather than
tax revenue is the most appropriate vehicle for
payment, and that the rate setting authority will
set the rates to cover the debt service fully. Bonds
will still be general obligation debt of the town, for
this is the least expensive financing vehicle; how-
e v e r, the revenue to cover the debt service will
come from the rate payer rather than the tax payer.

An additional option involves state or federal assis-
tance in the form of grants for specified pro j e c t s .
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The most common form is school building assis-
tance for the construction or renovation of school
buildings. (see State School Building Assistance dis-
cussed below). The state also has re i m b u r s e m e n t
p rograms for library projects, Water Pollution
Abatement Trust for sewer, water and some landfill
p rojects (discussed below) and the Federal Rural
Development A g e n c y, formerly known as the
Farmers Home Loan, program 

Proposition 21/2 Debt Exclusions

If the town cannot aff o rd to absorb the debt service
within its operating budget and fee revenue is
either not available or not appropriate, the only
available option is to seek voter approval for a
debt exclusion for a given project. This option is
discussed more fully in the Chapter 6. If the voters
a p p rove an exclusion, the debt service, both long
and short term, is excluded from the property tax
limits of the town in the years the debt service is
due. When the debt for the project is re t i red, the
exclusion is eliminated.

Controlling Debt Position
Every municipality must be diligent in contro l l i n g
its debt position. The impact of unplanned debt
service on town budgets can be severe. Even with
a Proposition 21/2 debt exclusion, the impact of
putting substantial debt onto the tax rate can make
or break the willingness of a community to pay for
f u t u re projects. There f o re, as part of the capital
planning process it is critical to develop a policy or
guidelines, determining the issuance, timing and
tax impact of current and future debt. This guide-
line should be developed in concert with the tre a-
s u re r, financial advisor, board of selectmen, finance
committee, town administrator and capital plan-
ning committee.

C o n t rolling the debt position does not exclude a
viable project from approval, but it controls the
financial impact of that project on the taxpayer. It
f o rces the community to address and monitor the
impact of rulings by state and federal agencies,
town meeting and the issuance practices of over-
lapping districts (i.e., regional high school, coun-
ties, water/sewer districts, etc.) and bring them

into the overall planning pro c e s s .

Where Does A Project Fit?

The capital planning document may include ele-
ments that re q u i re some debt be excluded fro m
P roposition 21/2, or funded within the levy limit.
Some communities place all capital projects over
$1,000,000 on the ballot for a Proposition 21/2 e x c l u-
sion because it removes that cost from the general
operating budget. Some fund a base level of capital
within the general operating budget. Others set an
annual limit within the general operating budget
of how much will be borrowed annually.

C a reful financial and strategic planning pro c e s s e s
must be maintained to ensure that communities
can continue to sustain the approved debt level
into the future .

Authorization Process
B o r rowing for long term capital projects is autho-
rized by a two-thirds vote of town meeting. The
p roject must be described in a warrant article, and
the article should state that borrowing is at least an
option for the financing of the project. The motion
voted upon by town meeting authorizing the bor-
rowing must state a sum of money, authorize said
sum to be raised by borrowing, and pass the
authorization, either by a declared unanimous vote
or by a counted two-thirds vote. Legislation allows
a declared 2/3 vote if certain actions are taken pre-
viously to allow such votes. These actions include
a town bylaw or a vote of each town meeting at its
beginning. It is very important that bond counsel
draft, or at least re v i e w, the warrant article and
motion before action is taken.

Procedures for Borrowing
Once town meeting has authorized the borro w i n g
and dissolved, the tre a s u rer can proceed to satisfy
legal re q u i rements. These will be listed in a
re q u i rement letter from bond counsel. Most of the
re q u i rements involve certifications from the town
clerk that all state and local statutes have been
complied with and proper notice has been given to
all appropriate parties. Debt limits need to be met,
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and often approvals by various state agencies are
needed. Once all of these re q u i rements are met, the
town may proceed to borro w.

The actual borrowing depends on the need for a
given project and the ability of the town to absorb
the debt service. The issuance of short-term debt is
quick and only re q u i res the payment of interest for
two years. Long term debt re q u i res the payment of
principal in the next fiscal year, but locks in intere s t
rates for the life of the loan. The exact timing and
combination of financing vehicles re q u i res the
cooperation of the many officials and advisors
mentioned earlier in this chapter.

Other Issues for Borrowing
Municipal borrowing has become a more complex
topic as federal regulations have increased and
new financing vehicles have become available. The
next sections will touch upon a few of these.

Competitive Versus Negotiated Bond
S a l e s
Towns can sell their bonds by either competitive or
negotiated sale. With a competitive sale, the issuer’ s
financial advisor assists the issuer in structuring the
issue, preparing and distributing a disclosure state-
ment, obtaining a bond rating and advertising the
sale. On the day of the sale each competing under-
writer submits a bid on the issue and the bonds are
a w a rded to the underwriter (usually an underwrit-
ing syndicate comprised of several firms) that bids
the lowest “true interest cost” on the issue. The
advantages of a competitive sale are that the pro c e s s
is open to all underwriters, avoids any potential
c h a rges of favoritism in the choice of underwriters
and ensures that the town will get a number of bids.
Most towns will get the lowest possible interest rate
on their bonds by selling competitively.

T h e re are certain special circumstances, however,
w h e re a negotiated sale can produce the lowest
cost for the issuer. With a negotiated sale, there is
no bidding by underwriters for the issue. Instead,
the issuer selects an underwriter(s) either by an
R F P p rocess or based on a pre-existing re l a t i o n-
ship. The underwriter stru c t u res the issue, commu-

nicates with potential buyers of the bonds during
an intensive “pre-sale” activity period and, based
on the pre-sale activity, determines the appro p r i a t e
pricing for the issue. In some cases the issuer may
also find it advisable to retain a pricing advisor to
review the underwriter’s pricing of the issue.

Negotiated issues are most appropriate in the fol-
lowing situations:

• for refunding issues where the underwriter
monitors the market and sell the bonds on
the day the market conditions produce the
greatest possible savings for the issue. With
a competitive issue the sale date must be
chosen several days in advance;

• for issuers with credit problems and a low
bond rating, where the underwriter must
explain the credit in detail to potential
investors; and

• for new or very small issuers that are
unknown in the debt markets.

These conditions generally re q u i re a greater degre e
of pre-sale activity and communication with
investors than can be achieved with a competitive
sale. In general, most Massachusetts towns issue
bonds by competitive sale.

State School Building Assistance
In July of 2004, the state legislature passed and the
Governor signed a major redrafting of the School
Building Assistance Program, creating a new
Massachusetts School Building A u t h o r i t y. This will
be an independent public entity under the contro l
of a seven member Board.  The State Tre a s u rer will
serve as chairman of the Board. While most of the
State’s priority setting standards are similar to that
under the prior legislation, there are significant dif-
f e rences in reimbursement rates, application pro c e-
d u res and financing, which should be understood
by every city, town and school district.  The new
statute divides projects into three general cate-
gories during the transition process.  

First, all cities, towns and school districts that are
c u r rently receiving reimbursements will continue
to receive them as previously scheduled. There
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will be no reduction in amounts, except those
caused by the final state audit of the project. This is
the same as the prior law and re g u l a t i o n s .

Second, school projects that are currently on the
2004 Priority lists are grandfathered.  They will be
funded at the same percentage reimbursement rate
as previously listed.  It is anticipated that all pro-
jects will be cleared from the list in three to four
years.  For those projects that have started con-
s t ruction and have issued BANs, the State will pay
its share directly to the municipality when the pro-
ject is reached on the list.  A p e rcentage will pro b a-
bly be held back pending the completion of the
audit.  The municipality will then bond only its
s h a re of the project.  Municipalities that have
a l ready bonded a project will receive a yearly
reimbursement similar to the prior system, again
subject to adjustments on completion of the final
a u d i t .

The third group consists of municipalities that
have not submitted their projects to the State. For
this group, there is a moratorium in place until
July 1, 2007. By July 1, 2006, the new Board over-
seeing the program will publish new re g u l a t i o n s
and standards for new school projects. After July 1,
2007, municipalities can apply for State grants for
their school projects. The Board will consider all
the new applications, rank them using pre v i o u s l y
a g reed upon standards, and approve the number
of projects within their financial capability.  The
budget for the new School Building Authority will
be “off budget” and eventually based on the re v-
enues from one cent of the State sales tax. All other
p rojects will be rejected and must reapply the next
y e a r. There will be no priority list. There is no
guarantee when or if a particular school pro j e c t
will be approved. Thus any municipality will be
taking a significant risk if it starts a project before a
grant is received. The grant will be paid as con-
s t ruction proceeds, and the municipality will bor-
row only its own share of the pro j e c t .

The program with its new reforms for state aid for
school building construction is spelled out in
Chapter 70B of the Massachusetts General Laws,
as amended by the new legislation. This pro v i d e s
the legislative support for the new School Building

Authority to receive applications, determine eligi-
b i l i t y, rank, and approve the grants to cities, towns
and districts to reimburse them for their school
building costs. The purpose of the program is “To
p romote thoughtful planning and construction of
school facility space in order to insure safe and
adequate plant facilities for the public schools, and
to assist towns in meeting the cost thereof.” 

Over the next year, the new Authority will be
working to review statutes and regulations includ-
ing school building size and cost standards, re i m-
bursement rates and a wide range of other issues.
The legislation re q u i res that reimbursement rates
for all new (post July 1, 2007) projects be re d u c e d
by 10 percent. Thus the reimbursements will go
f rom the 50% - 90% range to 40% - 80%. Reports on
any proposed changes should begin in early calen-
dar 2005.

Until the new legislation is approved by the legis-
l a t u re or regulations are adopted by the School
Building A u t h o r i t y, towns should proceed care f u l-
ly with the plans for new school pro j e c t s .

Water Pollution Abatement Tr u s t
Towns needing to finance sewer, water, and some
landfill projects may find it advantageous to issue
bonds through the Massachusetts Water Pollution
Abatement Trust. The trust was created under Ch.
275 of the Acts of 1989 to administer the
Commonwealth’s Water Pollution A b a t e m e n t
Revolving Fund Program. The trust is governed by
a thre e-member board of trustees including the
state tre a s u re r, the secretary of the Executive Off i c e
of Administration and Finance and the commis-
sioner of the Commonwealth’s Department of
E n v i ronmental Pro t e c t i o n .

As implemented by the trust, the revolving fund
p rogram incorporates a federal program that capi-
talizes the trust and a state program that pro v i d e s
subsidies to local communities. The trust issues
bonds whose proceeds are used to make loans to
communities with approved projects. Towns that
a re approved for borrowing from the trust must
enter into a loan agreement with the trust which
obligates towns to pay amounts to the trust suff i-
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cient to pay the principal and interest on the tru s t ’ s
bonds issued to fund the loan. Towns are also
re q u i red to deliver their own bonds to the trust, as
evidence of the borro w e r’s obligation contained in
the loan agre e m e n t .

Pursuant to the act creating the Water Pollution
Abatement Trust, projects funded under the
revolving fund program are eligible for varying
levels of financial assistance in the form of loan
subsidies. The exact amount of the subsidy
depends on certain characteristics of the communi-
t y. The percentage level of the subsidy is set by the
state legislature. As a result of the subsidy, most
communities will find it advantageous to issue
bonds through the trust rather than sell bonds on
their own. Atown’s financial advisor can pro v i d e
additional information on the pro g r a m .

Betterments and Special Assessments
Abetterment or special assessment is a compulsory
c h a rge levied against specific properties in an eff o r t
to defray all or part of the cost of a public impro v e-
ment that primarily benefits certain pro p e r t i e s .
Betterments generally refer to the construction of
s t reets, public parks and other public impro v e m e n t s
w h e re the taking of land and the payment of dam-
ages are re q u i red. Special assessments usually apply
to the construction and maintenance of sewers,
drains, sidewalks and water extensions. The pur-
pose of betterments and special assessments is to
c h a rge those property owners who receive special
benefits from a public improvement beyond the
general benefits received by the community as a
whole. Betterments and special assessments are not
c o n s i d e red taxes, so are not included within the lim-
itations of Proposition 21/2.

A typical form of betterment or special assessment
financing of capital improvements would have a
town issue bonds to pay for the improvement and
the town would levy a betterment or assessment
against the properties benefiting from the payment to
o ffset all or part of the annual debt service cost.
Massachusetts General Laws prescribe the pro c e-
d u res and limits on betterments and special assess-
ment. For example, for sidewalks, special assess-

ments are limited to 50 percent of the cost upon abut-
ting properties. (Chapter 83 s.26M.G.L.) . In general,
town policies and state statute will determine the
p e rcentage of the cost of an improvement that can be
levied against a property owner and the perc e n t a g e
of the cost borne by the town. Legal authority for
special assessments and betterments for
Massachusetts towns can be found in Ch. 80, 83, 80A
and 40.

Refunding of Existing Debt

During periods when interest rates decline, a town
may have an opportunity to save money by
refunding some or all of its outstanding debt. The
refunding process involves the issuance of re f u n d-
ing bonds and is analogous to refinancing a home
mortgage to get lower rates. New debt (re f u n d i n g
bonds) is issued and the proceeds are used to re t i re
the outstanding higher interest (refunded bonds)
debt. Savings result from the annual debt service
on the new bonds being less than the pre v i o u s
debt service.

Refunding is generally classified as either current or
advanced. With a current refunding, proceeds of the
refunding bonds are used to re t i re outstanding
bonds on the call date. The overlap between the set-
tlement of refunding bonds and the call of existing
bonds must be 90 days or less, and by law there
must be a present value savings from the financing.

Advanced refunding is used when towns want to
issue refunding bonds because of low intere s t
rates, but the first date on which the existing bonds
a re repaid (called) is more than 90 days away.
P roceeds of an advanced refunding bond issue are
typically held by an escrow agent, who invests the
p roceeds in an escrow account whose interest earn-
ings and principal are used to pay interest on the
refunded bonds and to call the refunded bonds on
the call date. Certain conditions must be met for a
successful advanced refunding including the fol-
lowing: the existing bonds must be callable; strict
federal regulations must be followed re g a rding the
investment of the refunding bond proceeds; and
the present value savings should be large enough
to make the issue worthwhile. Atown’s financial
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advisor can perform the analysis to determine the
financial feasibility of a re f u n d i n g .

Federal Tax Reform

The Tax Reform Act of 1986, as amended, has had
significant impact on municipal debt issuance.
First, it strengthened the distinction between gov-
ernmental use bonds — bonds used for schools,
roads, public buildings, etc. — and private activity
bonds — bonds issued for projects that benefit
only certain parties. For most towns issuing bonds,
these changes are not significant. However, in
cases where the facility being financed is leased to
or is operated by a private company under a man-
agement contract (for example, a civic center or
golf course), there may be private activity bond
questions. Bond counsel should be consulted in
these situations.

The second and most significant impact of tax
reform is the limitations it places on the ability of
an issuer to earn arbitrage on borrowed funds.
Prior to tax reform, tre a s u rers took the proceeds of
funds borrowed at tax exempt rates and invested
them at higher taxable rates. The new law limits
arbitrage by requiring that investment income
f rom bond or note proceeds that is greater than the
i s s u e r’s borrowing rate be rebated to the federal
government. If a community does not comply with
this re q u i rement, it risks losing the tax exempt sta-
tus on its bonds and notes.

T h e re are exemptions from these arbitrage limita-
tions, and issuers should work closely with their
financial advisors and bond counsel to plan their
debt in a way that takes advantages of these
exemptions. There are still opportunities to earn
significant arbitrage if debt issuance is planned
and stru c t u red appro p r i a t e l y.

The following arbitrage regulations need to be 
f o l l o w e d :

Unless debt is issued by a “small issuer”, that is, an
entity issuing $5 million or less of new money tax
exempt debt in a calendar year, the proceeds shall
be used within certain prescribed time frames, or
be subject to fines and penalties as described
above. This amount is increased to $15 million if at

least $10 million is school re l a t e d .

Following, find the general rules and time frames for
spending borrowed funds in order to avoid rebate. All
funds must be used according to the following sched -
ules, or sooner:

1. CONSTRUCTION DEBT
First six months: 10%
First year: 45%
Eighteen months: 75%
Two years: 100%

2. CAPITA L EXPENDITURES DEBT OTHER
THAN CONSTRUCTION PROJECTS
First six months: 15%
First year: 60%
Eighteen months: 100%

3 . A L L OTHER MUNICIPA L PURPOSE DEBT
First six months: 100%

The third tax reform change is that it restricts certain
buyers of tax exempt securities. The major pro v i s i o n
disallows a federal tax deduction for financial insti-
tutions of municipalities who issue more than $10
million of original issues in a calendar year. Since
financial institutions are major buyers of tax exempt
bonds it is helpful for issuers to plan their debt
issuance to stay within the $10 million limit. Curre n t
data suggest that so-called “bank-qualified” issues
— i.e., bond or notes of issuers within the $10 mil-
lion limit — sell in the market at 10 to 15 basis
points (.10% - .15%) lower than non-qualified issues.
Atown’s financial advisor can assist in formulating
a debt issuance plan that takes maximum advan-
tage of bank qualification.

Continuing Disclosure Regulations
Rule 15c2-12 of the Securities and Exchange Act of
1934, as amended, provides that underwriters may
not purchase or sell municipal securities of an
issuer unless the issuer undertakes to provide con-
tinuing disclosure over the life of the bonds, sub-
ject to certain exemptions. In order to make their
bonds acceptable to the market, issuers covenant at
the time of delivery of the bonds to provide contin-
uing disclosure. The obligation of the issuer under
the covenant is to provide certain financial infor-
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mation and operating data no later than a specified
period following the dose of each fiscal year, and
to provide notices of the occurrence of certain enu-
merated events, if material.

The continuing disclosure information is re q u i re d
to be sent to all Nationally Recognized Municipal
Securities Information Repositories and the appro-
priate State Information Depository (SID).
Massachusetts does not yet have a SID. Most
municipalities in Massachusetts contract with their
financial advisor to submit the re q u i red continuing
d i s c l o s u re information on their behalf.

Borrowing Purposes and Limits
Purposes for which a municipality may borro w
and its debt limits are listed in Chapter 44 s 7,8 and
10 M.G.L. Questions should be posed to the town’s
financial advisor or bond counsel.

This chapter was pre p a red by AIlan Tosti, Edward Dlott, Mary Ellen

Normen Dunn, Donna A. Madden and Elizabeth Klepeis and updat -

ed by Tosti .
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Following are the main statutes, purpose and maximum term for Municipal
borrowing:

Inside Debt Limit

Statutory Purpose Maximum Term
Authority 

44:7(1) For the construction and reconstruction of surface drains, sewers, 30 yrs.
sewerage and sewage treatment and disposal facilities.

44:7(1A) Lining sewers by cement or metal. 10 yrs.

44:7(2) Acquisition of land for public parks, playgrounds, or public domain. 30 yrs.
(Indebtedness incurred for public domain may not exceed _ of 1% 
of the equalized valuation of the city or town.)

44:7(2A) Construction of an artificial ice skating rink. 15 yrs.

44:7(2B) Construction of an outdoor swimming pool. 15 yrs.

44:7(3) Acquisition of land for any purpose for which a municipality is 20 yrs.
authorized to acquire land not otherwise specifically provided for; 
for the construction of buildings or for additions to existing buildings 
where such additions increase floor space, including original 
equipment and furnishings.

44:7(3A) Remodeling, reconstructing, or making extraordinary repairs to 20 yrs.
public buildings. 

44:7(3B) Energy conservation and alternative energy improvements to 10 yrs.
public buildings.

44:7(4) Construction or reconstruction of bridges of stone, concrete, or iron 20 yrs.
superstructure.

44:7(5) Original construction, extension or widening of public ways, 10 yrs.
including land damages, cost of pavement, and sidewalks laid at the 
same time; construction of specified types of permanent pavement; 
construction, surfacing, or resurfacing off-street parking areas.

44:7(6) Macadam pavement or other road material, resurfacing off-street 5 yrs.
parking areas with such pavement, or construction of sidewalks.



44:7(7) Construction of walls or dikes to protect highways or property. 10 yrs.

44:7(8) Purchase of land for cemetery purposes. 10 yrs.

44:7(9) Departmental equipment. 5 yrs.
With the approval of the Board of Selectmen. 15 yrs.

44:7(9A) Remodeling, rehabilitation of fire-fighting apparatus and heavy 5 yrs.
equipment.

44:7(10) Connecting dwellings and buildings to sewers where whole or part 5 yrs.
of cost is assessed on abutters.

44:7(11) Paying final judgments. 1 yr.

44:7(14) Traffic signal or public lighting installations, fire alarm, and police 10 yrs.
communication installations, and extending and improving such 
installations.

44:7(16) Fire insurance premiums covering five-year period. 4 yrs.

44:7(17) For improvements (of tidal and nontidal rivers and streams, harbors, 10 yrs.
tide waters, foreshores, and shore along a public beach within its 
jurisdiction under 91:29), and for construction or reconstruction of 
public wharves.

44:7(18) For expert appraisal of taxable property or for updating existing 2 yrs.
tax maps.

44:7(18) To obtain brand new tax maps based on aerial photography 10 yrs.

44:7(19) For payments under contracts with the Commonwealth under subject to 
40:40D, but only for such purposes as a city or town may borrow applicable 
under 44:7 limits 

44:7(20) Developing land for burial purposes and constructing paths and 5 yrs.
avenues and embellishing grounds in a cemetery owned by the city 
or town.

44:7(21) Architectural services for plans and specifications for any proposed 5 yrs.
building for which a town, district, or city may borrow or for 
additions to buildings which increase the floor space thereof, if 
authorized separately from other debt relating to said buildings or 
additions provided the city, town, or district owns site for proposed 
building or addition at the time the loan is authorized.



44:7(22) Engineering or architectural services for plans for any project not 5 yrs.
defined in clause (21) for which city or town is authorized to borrow,
if authorized separately from other debt relating to the project.

44:7(23) For the construction of municipal tennis courts, including platform 15 yrs.
tennis courts and the acquisition of land and construction of 
buildings thereon, including the original equipment and furnishing 
of said buildings.

44:7(25) For construction and reconstruction of municipal outdoor 15 yrs.
recreational and athletic facilities including land acquisition.

44:7(26) For energy audits as defined in 25A:3 if authorized separately from 5 yrs.
debt for energy conservation or alternative energy projects.

44:7(27) For the undertaking of projects for the preservation and restoration not stated
of publicly-owned freshwater lakes and great ponds in accordance 
with the provisions of 21:37A.

44:7(28) For the development, design, purchase, and installation of 10 yrs.
computer hardware, other data processing equipment, and c
omputer-assisted integrated financial management and 
accounting systems.

44:7(29) For the development, design, purchase of computer software 5 yrs.
incident to the purchase, installation, and operation of computer 
hardware and other data processing equipment and computer-
assisted integrated financial management and accounting systems.

44:7(30) For the installation, repair, or replacement of exposed structural 3 yrs.
or miscellaneous steel which has been treated with the hot-dip 
galvanizing process.

44:7(31) For the purpose of removing asbestos from municipally owned 10 yrs.
buildings

Ch.487 of Construction of off-street parking facilities predominantly the Acts 20 yrs.
of 1980 commercial areas



Outside Debt Limit

Statutory Purpose Maximum Term
Authority 

44:8(1) For temporary loans under sections 4, 6, 6A, and 17A. as provided in 
relevant sections

44:8(2) Providing and distributing food and shelter during emergencies. 2 yrs.

44:8(3) Establishing or purchasing a water system, taking or purchasing 30 yrs.
water sources, water rights, or land for the protection of water 
system.*

44:8(3A) Conducting groundwater inventory and analysis in connection with 10 yrs.
development of new or additional water supply sources.

44:8(4) Construction or enlarging reservoirs, constructing filter beds, stand 30 yrs
pipes, buildings for pumping stations, including original pumping 
station equipment, buildings for water treatment, including original 
equipment therefore, and the acquisition of land of any interest in 
land necessary in connection with any of the foregoing.* .

44:8(4A) Remodeling, reconstructing, or making extraordinary repairs to 30 yrs.
reservoirs and filter beds.*

44:8(5) Laying and relaying water mains of not less than 6 inches but less 40 yrs.
than 16 inches in diameter; for lining such mains with linings of not 
less than 1/16 of an inch, and for the development of additional well 
fields, for wells, and for pumping station equipment.*

44:8(6) Constructing, reconstructing, laying, and relaying aqueducts and 40 yrs.
water mains larger than 16 inches in diameter; lining such mains with 
linings of not less than 1/16 of an inch.*

44:8(7) Extension of water mains.* 40 yrs.

44:8(7A) Purchase and installation of water meters.* 10 yrs.

44:8(7B) For payment of the town’s share of cost to increase storage capacity 20 yrs.
of any reservoir, including land acquisition, constructed by water 
resources commission for flood prevention or water resources 



utilization.*

*Debts under clauses (3), (4), (4A), (5), (6), (7), (7A), and (7B) 
(“Water debt”) may not exceed in the aggregate 10% of the 
equalized valuation.

44:8(7C) Purchase, replacement, or rehabilitation of water department 10 yrs.
equipment.

44:8(8) Establishing, purchasing, extending, or enlarging gas or electric 20 yrs.
plant or a community antenna television station. (May not exceed 
5% in a town or 2-1/2% in a city or the equalized valuation; but with 
approval of the Emergency Finance Board loans in excess of 2-_ %, 
but not in excess of 5% in cities of such equalized valuation may be 
authorized.

44:8(8A) For remodeling, reconstructing, or making extraordinary repairs to 10 yrs.
a gas or electric lighting plant, or a community antenna television 
system. (Approval of Emergency Finance Board required. Debt to be 
included in the limit of gas and electric plants and community 
antenna television systems established in clause 8.)

44:8(9) Emergency appropriations approved by state treasurer, attorney 2 yrs.
general, and director.

44:8(10) Acquiring land or constructing buildings or other structures 20 yrs.
including original equipment as memorial to armed forces. (Not to 
exceed _ of 1% of the equalized valuation.)

44:8(12) For acquisition of street railway property under Ch.161, operating 10 yrs.
the same or contributing toward capital expenses of a transportation
area. (Not to exceed 2% of equalized valuation.)

44:8(13) For the acquisition, construction, enlargement, improvement, or 10 yrs.
protection of public airports, including land. (Not to exceed 1% of 
the equalized valuation.)

44:8(14) Eradication of Dutch Elm Disease. 5 yrs.

44:8(15) Construction of sewers, sewerage systems, and sewage treatment 30 yrs
and disposal facilities or for lump-sum payment of cost of tie-in to 
such services in a contiguous city or town. (Allowed if enterprise 
fund or with the approval of Municipal Finance Oversight Board.) .



44:8(16) Construction of golf courses including acquisition of land, 20 yrs.
construction of buildings, and cost of original equipment and 
furnishings.

44:8(17) Payment under contracts with the Commonwealth under 40:(4D) none stated
but only for such purposes as a city or town may borrow under 40:8.

44:8(18) Construction of a regional incinerator for disposal of solid waste, 20 yrs.
refuse, and garbage. (Not to exceed 3% of equalized valuation.)

4:8(19) Lending or granting money to industrial development financing none stated
authorities and economic development industrial corporations. 
(Requires approval of Departments of Commerce and Development, 
and Secretary of Communities and Development. Not to exceed lesser 
of $100,000 or 2-1/2% of equalized valuation.)

44:8(20) Implementing project financed in whole or part by the Farmers 40 yrs.
Home Administration of the United States Department of Agriculture. 

44:8(21) Cleaning up or preventing pollution caused by existing or closed 30 yrs.
landfills or other solid waste facilities. Prior approval of the 
Department of Environment Quality Engineering (DEQE) is required.

44:8(22) Construction of incinerators, refuse transfer facilities, recycling or 25 yrs.
resource recovery facilities other than landfills or for the disposal of 
waste, refuse or garbage. Prior approval of DEQE is required.

44:8(23) Remodeling or reconstructing incinerators, refuse transfer facilities, 10 yrs.
recycling or resource recovery facilities or other solid waste facilities, 
other than landfills, owned by municipalities or districts. Approval by 
DEQE required.

44:8(24) Closing a landfill, opening a new landfill or making improvements 25 yrs.
to an existing landfill. DEQE approval is required.

ch. 70B School projects, approved by the State Board of Education for grant. 20 yrs.

121B:20 Development, acquisition, and operating costs of clearance, land 25 yrs.
(1) and (2) assembly, and redevelopment, urban renewal, community renewal, 

relocation, rehabilitation, or low-rent housing projects. (Total 
outstanding may not exceed 7% of the equalized valuation of a city 



with population over 150,000; 6% otherwise. First annual payment 
to be made not later than five years after date of bonds. Need 
Emergency Finance Board approval if total 121B indebtedness 
exceeds 2-1/2% of equal valuation.)

121B:20(3) Repayment of loss which city or town agreed to bear incurred as a 20 yrs.
result of early acquisition or clearance of land not used for urban 
renewal purposes.

121B:20(4) Relocation payments. (Total outstanding may not exceed _ of 1%.) 20 yrs.

44:8B Notes to replace funds lost or unavailable because of insolvency, 8 yrs.
failure, or liquidation of a bank or other depository.



Power to Contract

A town is authorized to make contracts for the
exercise of its corporate powers in accordance
with Chapter 40 s 4 M.G.L. , which states:

A city or town may make con-
tracts for the exercise of its corpo-
rate powers, on such terms and
conditions as are authorized by
the town meeting in a town, the
town council in a town without a
town meeting, the city council in a
city with the approval of the
mayor or the city council in a Plan
D or Plan E city with the approval
of the manager, or as otherwise
authorized in accordance with a
duly adopted charter. A city or
town may not contract for any
purpose, on any terms, or under
any conditions inconsistent with
any applicable provision of any
general or special law.

The section above does not expressly authorize
any particular town board or official to sign con-
tracts. In general, the authorization to sign con-
tracts must be set forth in either the town charter
or bylaws, or established by town meeting vote.

There are certain exceptions, however. For exam-
ple, a municipal airport commission is autho-
rized by Chapter 90 s 51I M.G.L.  to make con-
tracts for airport improvements and to purchase
supplies and materials. Another example is a his-
toric district commission, which is authorized
under  Chapter  40 s 8D M.G.L. to “enter into
contracts with individuals, organizations and
institutions for services furthering the objectives
of the commission’s program.”

Unless otherwise specified in the charter, bylaws
or town meeting vote, the actual terms and con-
ditions of municipal contracts for the procure-

ment of supplies or services may be established
by the board or official authorized to enter into a
particular contract, provided the length of a con-
tract does not exceed three years (unless autho-
rized by a majority vote of town meeting) (See
Chapter 30B s 12(b) M.G.L. ). Town meeting may
authorize contracts that exceed three years. A
charter or bylaw provision may also authorize
contracts that are more than three years long.

If the town charter or bylaws do not authorize a
particular board or committee to execute con-
tracts, the following sample bylaw should be
considered for adoption:

Unless otherwise provided by a
vote of town meeting, the [town
manager] [board of selectmen]
[chief procurement officer desig-
nated pursuant to Chapter 30B
M.G.L. ] is authorized to enter
into any contract for the exercise
of the town’s corporate powers,
on such terms and conditions as
are deemed in the best interests of
the town. Notwithstanding the
foregoing, the [town manager]
[board of selectmen] [chief pro-
curement officer] shall not con-
tract for any purpose, on any
terms, or under any conditions
inconsistent with any applicable
provision of any general or special
law. Accordingly, it is imperative
that bid specifications and result-
ing contracts must contain clear
language which specifies that the
town may cancel the contract, at
no cost to the town, if town meet-
ing fails to appropriate adequate
funds.

Even if a contract has been properly authorized
and executed, it must be supported by an ade-
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quate appropriation (See Chapter 30B s 12(d)
M.G.L. ). If a contract is a multi-year contract and
sufficient funds are not appropriated in a subse-
quent fiscal year, the town is required to cancel
the contract.

Public Bidding of Municipal Contracts

There are four different statutory schemes gov-
erning public bidding procedures for municipal
contracts. There are also several provisions of the
General Laws that require competitive bidding
for certain other types of contracts. For example,
Chapter 40 s 22D M.G.L.  requires competitive
bidding in the award of police-directed towing
contracts. In addition, Chapter 45 s 5A M.G.L.
requires sealed proposals and award to the high-
est responsible bidder for the lease of concession
stands in town parks. Some towns continue to
have charter or bylaw provisions establishing
additional local public bidding requirements.
The four principal statutory schemes are:

Uniform Pro c u rement Act 

Chapter 30B M.G.L. . This chapter governs the
general bidding pro c e d u res for the pro c u rement of
all town supplies and services costing $5,000 or
m o re, unless the particular contract is contained in
the list of exemptions set forth in Chapter 30B s 1
M.G.L. . This list of exemptions is extensive and
includes among other exemptions, solid waste
contracts, engineering agreements, insurance con-
tracts and certain professional services agre e m e n t s .

G e n e r a l l y, if the cost of the supply or service is
estimated to cost $5,000 or more but less than
$25,000, the town may pro c u re such supply or ser-
vice by obtaining three telephone or written
quotes and awarding the contract to the person or
business offering the lowest quotation.

If the cost of the contract is estimated to be $25,000
or more, the town must issue a written invitation
to bid, advertise the pro c u rement in accord a n c e
with established pro c e d u res and award the con-
tract to the lowest responsible and eligible bidder.
(See Chapter 30B s 5 M.G.L. ).

If the chief purchasing officer determines, howev-

e r, that selection of the most advantageous off e r
re q u i res a comparative judgment of other factors
in addition to price, the town may issue a re q u e s t
for proposals in accordance with M.G.L. Ch. 30B s
6. This pro c e d u re re q u i res the submission by each
o ff e rer of a separately sealed price and non-price
p roposal. The non-price proposals are opened first
and evaluated and ranked in accordance with
published evaluation criteria. There a f t e r, the price
p roposals are opened and the contract may be
a w a rded to the person offering the most advanta-
geous proposal taking into consideration price and
the evaluation criteria. If the contract is awarded to
a person other than the one offering the lowest
price, the chief pro c u rement officer must explain in
writing the reasons for the award .

The Uniform Pro c u rement Act also re q u i res a pub-
lic proposal process for the disposition or acquisi-
tion of interests in real property (i.e., fee simple
i n t e rests, easements, or leasehold interests) if the
value of the real property interest exceeds $25,000.
In the case of acquisition of real estate, the town
may forego a public proposal process if the town
determines in writing that the real estate to be
a c q u i red has unique qualities or location.

Public Works Contracts 

If a contract involves the construction, re c o n s t ru c-
tion, alteration, remodeling or repair of any public
works project costing more than $10,000, the con-
tract must be awarded in accordance with the pub-
lic bidding pro c e d u res of Chapter 30 s 39M M.G.L.
G e n e r a l l y, this provision re q u i res the pre p a r a t i o n
of written specifications and an invitation for bid,
advertising of the contract in accordance with
established pro c e d u res, and award of the contract
to the lowest responsible and eligible bidder.
Public works projects include municipal infrastru c-
t u re projects involving “horizontal constru c t i o n ”
such as sewer and water projects, highway and
bridge projects, landfill closures and site work and
grading pro j e c t s .

This statute also applies to the purchase of materi-
als for a public works project costing more than
$10,000, and public building projects as described
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in the designer selection section below, which are
estimated to cost in excess of $10,000 but not more
than $25,000. Construction materials may also be
p u rchased under Chapter 30B s5 M.G.L.  as a
“ s u p p l y. ”

Filed Sub-Bid Law

If a contract involves the construction, recon-
struction, installation, demolition, maintenance
or repair of any building by the town estimated
to cost in excess of $25,000, the contract must be
awarded in compliance with the Filed Sub-Bid
Law,  Chapter 149 ss 44A through M M.G.L. This
provision also requires the preparation of written
specifications and an invitation for bid, the sepa-
rate solicitation of filed sub-bids and general
bids, advertisement of the contract in accordance
with established procedures and award of the
contract to the lowest responsible and eligible
bidder. A building is defined as any structure
containing four walls and a roof, but for the pur-
poses of this statute, does not include sewer or
water pumping stations. Such projects must be
bid under the public works statute described in
the section above.

Designer Selection Law

If a contract involves the procurement of design
services for a public building project where the
estimated cost of construction exceeds $100,000
or the design contract exceeds $10,000, the con-
tract must be awarded in compliance with
designer selection procedures established by the
town and in accordance with Chapter 7 ss 38A
through 0 M.G.L.. Contracts for the design of
buildings constructed in connection with water,
sewer and highway projects are exempt from this
law.

Effect of Contracts Awarded in
Violation of Law

If a contract has not been properly authorized in
accordance with Chapter 40 s 4 M.G.L. ; has been
awarded in violation of required public bidding
procedures; or has been entered into without an
adequate appropriation, the contract is void and

unenforceable and the town is not permitted to
make any payment on such an illegal contract,
regardless of whether the vendor has actually
provided supplies or services under the contract.
(See Chapter 30B s 17(b)M.G.L. ). The only way
that a vendor can be paid under such circum-
stances for services or supplies delivered would
be by a special act of the legislature.

Uniform Procurement

Table 13 A summarizes the procurement proce-
dures for purchase of supplies and services, for
the disposal of surplus supplies and for the
acquisition and disposal of interests in real prop-
erty. This table is designed as a guide to the
applicable procedures. It is not a comprehensive
treatment of all statutory requirements. For
detailed, step-by-step procedures and require-
ments, see Chapter 30B s 1-19M.G.L . Refer also
to the Inspector General’s manual, Municipal,
County, District, and Local Authority
Procurement of Supplies, Services and Real
Property.

Massachusetts Statutes For Construction
Contracts

The table that follows summarizes the
Massachusetts statutes for advertising and
awarding contracts for construction projects,
including the construction, reconstruction, alter-
ation, remodeling, demolition or repair of public
works and buildings. In addition, these statutes
apply to purchases of construction materials.

The table that follows is designed as a guide to
the applicable laws. It is not a comprehensive
treatment of all statutory requirements. For
detailed, step-by-step procedures under the con-
struction-bidding statutes, see Chapter 30 s 39M
M.G.L. and Ch. 149, ss 44A-H M.G.L.. Refer also
to the Inspector General’s manual, Designing
and Constructing Municipal Facilities.

This chapter was prepared by the law firm of Kopelman & Paige. 
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I n t r o d u c t i o n
It’s 10:15 p.m. You’ve been meeting with the police
chief for the last two hours. Quite understandably,
everybody is getting impatient and a little con-
tentious. Nobody re m e m b e red to bring their infor-
mation about the police department’s overtime
budget. The finance committee thinks, but cannot
p rove conclusively, that overtime is now a larg e r
p e rcentage of all personal services for police than it
has ever been. However, no one has any way to
c o m p a re the last few months with the same period
last year or the year before. And, even for this year,
no one can tell if there has been a “spike” in over-
time because of several recent severe snowstorms,
or if this pattern of perceived overe x p e n d i t u re has
been persistent throughout the whole year.

Access to a computer and printer in the meeting
room would mean that you could look up all of this
information in a matter of seconds from the town’s
actual payroll files, print it out, give each member of
the finance committee and the police chief a clean
copy and focus the discussion on the overtime bud-
get rather than speculate about the facts.

The lesson is clear: the days of carrying spre a d-
sheets and thick binders or reams of paper to every
meeting should be over. The town’s computer sys-
tem and other information technology (IT) re s o u rc e s
have become finance committee members’ stock in
trade, helping them do their jobs better and faster.

What Does the Finance Committee Need?
Finance Committees need to gather and use finan-
cial information to meet the full range of their
responsibilities by law and custom. These needs
fall into five main are a s :

• access;

• analysis;

• management;

• planning; and

• public dissemination.

A c c e s s
Finance Committees need to be able to find certain
fiscal information in order to meet their re s p o n s i b i l i-
ties; they need access to municipal data. The pre re q-
uisite to such access is training. Before a finance com-
mittee member can access town government infor-
mation, one needs to receive training, provided by
the town, in how to use the particular applications
s o f t w a re the town uses in its financial functions.

Advances in computer technology now mean that
finance committees should not have to ask permis-
sion to get municipal financial information from their
communities. They should have secure, independent
access established in advance by the town. This
means that the finance committee may view or print,
even from home, municipal financial information.

Towns should have a workstation and printer
available in the conference room in town hall to
allow the finance committee, as well as other
municipal officials, to access information. These are
small investments for towns to make to facilitate
important town government work.

A n a l y s i s
Computer technology gives the finance committee
several tools for analysis. Again, as with access,
training is the key to the finance committee’s use
of computer technology for analysis. Tools for
analysis available to finance committee members
via computers include:

Standard Reports

Every vendor of municipal applications software
includes numerous standard or “canned” re p o r t s
with its system. These reports can provide a
wealth of information, ranging from year- t o - d a t e
e x p e n d i t u res to delinquencies in receipts fro m
taxes or utilities.

Report Generators
These are also known as “query” tools. They
enable a non-technical end-user to ask ad hoc
questions — for example, identifying which
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departmental accounts have a balance greater than
or less than a certain percentage of their budgeted
amount. The user can often get the answer to such
questions — in detail — in a matter of seconds.

S p re a d s h e e t s

The key to using spreadsheets in the finance com-
mittee’s work is keeping them up-to-date without
having to re-enter information that has already been
e n t e red into the town computer for other municipal
use. Several software tools can extract pertinent data
f rom existing computer files. Many vendors have
a l ready programmed spreadsheet extractions for
municipal data files; similarly, many report genera-
tors have a spreadsheet extraction process built into
them. The report generator itself may serve as the
“bridge” between municipal financial applications
and the finance committee’s spreadsheet. 

Also, if spreadsheets are kept on a town’s network
under appropriate security, the finance committee
should have fairly easy access to needed information.

P l a n n i n g
The finance committee needs to plan more than just
the upcoming fiscal year. While developing next
y e a r’s budget is the primary responsibility of most
finance committees, projecting revenues and expen-
d i t u res for future years (a practice known as multi
year planning) creates the framework for pru d e n t
annual budgetary decision-making. 

Public Dissemination
The finance committee needs to communicate its
findings and recommendations to the town. This
information can be made available to the public in
n u m e rous ways. These include:

Public access workstations and printers
Municipalities in Massachusetts and elsewhere in
the United States provide workstations and printers
for their “stockholders” to use. These are usually
located either in the town hall or the library — the
two locations where most people seek information
about their town government. 

Security always needs to be implemented to
ensure that files and equipment are not tampered

with or removed. Municipalities should provide
access to public workstations and printers free of
charge. The town will save substantial funds by
enabling people to get the information they need
without having to take the staff’s valuable time
to respond to every inquiry. Users should not be
charged to cover the cost of certain supplies (e.g.
printer paper): this is a time-consuming nuisance
for the customer and the town’s staff.

Internet access

Municipalities can use the Internet to pro v i d e
information to the public—their own residents as
well as anyone else who may be “surfing.” Internet
access can also be helpful to finance committee
members when traveling. This is now a wide-
s p read practice throughout the United States.

Capabilities of Budgeting Packages
Leading budget preparation packages from estab-
lished municipal vendors can save hundreds of
hours every year for elected officials, departments,
s t a ff, finance committees and capital committees.
Many budget preparation packages automatically
“ read” the most current information from a
municipality’s general ledger system. As men-
tioned earlier in this chapter, such automatic
updating not only saves time, it eliminates con-
cerns about using old information in the budget-
ing process. Some of the features and functions
that leading off-the-shelf budgeting packages off e r
at a reasonable cost include:

Individual department access for budget re q u e s t s

Security can allow each department or division to
input or view information only for its own range
of accounts. For example, within the department of
public works, the water and sewer division could
input only figures for its part of the budget while
the highway division could input or access only its
own range of accounts.

Individual department access for inputting narra -
tive information
Each department should be able to present its own
justification for the funds it is re q u e s t i n g .
Departments should be able to do this for every
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object or sub-object of expenditure, as well as each
s o u rce of re v e n u e .

Individual department ability to recommend priori -
ties for the next year

The police department, for example, might state
that a third new cruiser is a lower priority than a
new boat for harbor patrol and re s c u e .

Maintenance of multiple, concurrent budget sce -
narios for the next several years
Local officials are always faced with uncertainty
about such budgeting factors as levels of local aid
or trends in the state and national economy.
Multiple, concurrent budget scenarios enable the
municipality to keep several diff e rent pro j e c t i o n s
for budgets for the next year or the next several
years, based (for example) on optimistic, pes-
simistic or middle-of-the road assumptions.

P rojection of next year’s budget from the curre n t
y e a r’s budget 
This can be done by applying acro s s-t h e-b o a rd
p e rcentage or dollar increases for all accounts, for
individual accounts or for a range of accounts. 

P rovision for budgeting allotments by percentage or 

dollar amount
Municipal revenues and expenditures vary from sea-
son to season. Having a budget that assumes snow
falls 12 months a year or that collections of pro p e r t y
taxes occur in equal one-twelfths is misleading.
Budget-to-actual reports should reflect this month-
by-month allotment in order to provide managers
and policy makers with sound guidance on the sta-
tus of municipal finances. The system should pro-
vide its own internal checks to be sure that the com-
munity has allotted all funds budgeted in each sce-
nario. This is quite important in cash flow manage-
ment as well as re v e n u e / e x p e n d i t u re fore c a s t i n g .

P rovision for automatic ro l l-forward of budget
information without re k e y i n g

This should occur at every step of the pro c e s s ,
f rom the department’s original request to final vote
by town meeting.

Maintenance of the history of all adjustments to the
budget after its adoption

This applies to amendments and transfers aff e c t i n g
both revenues and expenditures. For each such
action, the system should keep the re c o rd of the
amounts involved, the accounts to and from which
they have moved, the date requested, the re a s o n
for the request and the date approved. This is espe-
cially important since the enactment of the pro v i-
sion included in the Municipal Relief Act in 2003,
which game towns greater flexibility in making
budgetary transfers in the last two months of the
fiscal year without having to go to town meeting.”

Linkage of the budget preparation system to other
applications in the system

This should include, for instance, spreadsheet soft-
w a re, word processing, graphics and the report gen-
erator software. These linkages help greatly in pre-
senting the budget both internally and to the public.

Management of Information Te c h n o l o g y
The finance committee needs to look long and hard
at how the town plans to manage its investment in
information technology (IT). Management is a key
issue which has become more and more challenging
as towns have expanded their use of IT.

This attention to the management of IT ought to
occur in the same way that the finance committee
should be analyzing how the town plans to staff
and support an additional ambulance or pro v i d e
for the operating and maintenance costs of a new
(or renovated) school or any other asset.

The finance committee should be reviewing in
detail several elements of successful management
of IT before reaching any decisions on its re c o m-
mendations to town meeting. These include,
among other things:

1. The town’s formal, written strategic plan for IT to
guide its investment in and management of these
critical re s o u rces. This plan should address town-
wide needs for IT on a comprehensive basis and be
updated annually as part of the town’s budgetary
p rocess. This annual update is important because of
the rapid pace of change in IT and its incre a s i n g
impact on almost every aspect of town government.

2. The need for appropriate staffing and support of
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this function on a town-wide basis. Towns can
only implement IT and support successfully to
the extent that they provide appropriate staff i n g .

3 . Having a user-based organization which takes a
re g u l a r, active role in decisions about the dire c t i o n
and management of IT throughout the town.

4 . The need for the town to fund both end-user
and technical staff training on an annual basis,
including out-of-state travel to meetings of
users’ gro u p s .

5 . The need to integrate re q u i rements for the updat-
ing of IT with other elements of the town’s capital
i m p rovement program (CIP) such as impro v e-
ments to its water or sewer systems, or the pro c u re-
ment of fire apparatus or police cruisers. For exam-
ple, the CIPshould include funds to replace at least
one-fifth of the townís PCs or printers each year.

Get Smart With Your Chart of Accounts
Let’s ask a few questions:

• How much does Homeland Security actually
cost your town? How do you know?

• How much is the town spending among all of its
departments for services to youth or seniors? How
do you know?

Towns face a special challenge in identifying and
understanding the costs of activities like
Homeland Security, youth or senior services which
c ross departmental lines.

Homeland Security, for example, can entail dire c t
operating and capital expenditures which involve
police, fire, EMS, public works, the board of health
and others. In addition, there are indirect costs
such as the percentage of time which the town
administrator may be spending on Homeland
S e c u r i t y. 

What does this have to do with Management
Information Systems?

The basic answer is that our towns could and
should be using their computer-based systems to
budget for and track expenditures for activities like
these that cross multiple departments or town
agencies. 

The good news is that this can be done very easily.
And the ability to do this activity or pro g r a m
based budgeting and accounting has pro b a b l y
been sitting there on your system, unused, for
y e a r s .

The chart of accounts included in almost every
v e n d o r’s financial system for towns in
Massachusetts already has at least one additional
dimension in its chart of accounts for exactly this
type of activity or program-based budgeting and
a c c o u n t i n g .

W h e re the first four dimensions of the chart of
accounts typically are used in accordance with the
Department of Revenue UMAS standards for (1)
fund, (2) function, (3) department and (4) object of
e x p e n d i t u re, there is also a fifth dimension which
can be used for activity or program. This would
cover things like Homeland Security, youth or
senior services which are not limited to a single
department or town office. The other benefit of this
a p p roach is that it does not interfere at all with the
normal appropriations process of town meeting.

Every town also has a clear precedent for this use
of the fifth dimension of its chart of accounts. Yo u r
school department, whether local or regional, has
had to do this same activity and pro g r a m - b a s e d
reporting to the Mass. Department of Education
for years.

The challenge rests with the finance committee and
other local leaders to be smart in how they use
their computer-based chart of accounts to impro v e
financial management. As the next paragraph indi-
cates, establishing this use of the fifth dimension in
your chart of accounts will also re q u i re working
especially closely with your board of selectmen,
town manager/administrator, town accountant
and other off i c i a l s .

Working With Other Town Off i c i a l s

A finance committee’s work depends on the quali-
ty of its interaction with other town off i c i a l s .
Financial information resides in many diff e re n t
places, many of which are not necessarily accessi-
ble by computer. As much as computer technology
may help each finance committee member, cooper-
ation on a face-to-face basis is still necessary.
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External Resources
The last several years have seen the advent of
important re s o u rces re g a rding municipal finance.
These include LocalNet , Mass.gov, Wa s h i n g t o n -
based re s o u rces and the Internet.

L o c a l N e t
LocalNet  is a private, limited access Internet
based system created and operated by the
Massachusetts Municipal Association (MMA), of
which the ATFC is a key constituent org a n i z a t i o n .
T h rough LocalNet , towns can access and share a
wide range of information particular to municipal-
ities in the Commonwealth. Some of these services
and re s o u rces include:

• electronic mail to other local officials with
LocalNet™ accounts and to the MMA staff;

• individual fact files on all 351 municipali-
ties;

• Cherry sheets for cities, towns and regional
school districts; and

• Chapter 70 school aid and local contribution
amounts.

The MMA also has a homepage on the Internet:
w w w. m m a . o rg .

M a s s . G o v
The Commonwealth of Massachusetts Web portal,
M a s s . G o v, brings together in one place access to a
variety of information on cities and towns. By
clicking on the section titled “your government”
under the Mass.Gov home page, the user comes to
a page with a section for “cities and towns.” On
the next page, one finds a variety of information
central to local government such as Cherry Sheets
and links to state agencies involved in areas of
i n t e rest to local officials. Mass.Gov can be found at
w w w. m a s s . g o v.

National Resources
Finance committees can use the Web sites of leading
national and international organizations to find

much valuable information on budgeting and other
financial policies and practices. The two org a n i z a-
tions which are the leaders in this area are the
Government Finance Officers Association (GFOA),
whose Web site is www. g f o a . o rg and the
International City/County Management A s s o c i a t i o n
(ICMA), whose Web site is www. i c m a . o rg

I n t e r n e t

Finance committees should be using the Internet,
t h rough their municipal Web site, to keep the public
informed about their work. For example, the finance
committee should make available on the town’s We b
site the agenda and minutes for each of its meetings,
accumulating these permanently and making them
s e a rchable. More o v e r, each agenda should have
hyperlinks to any supporting documentation, such
as memos or spreadsheets from the finance commit-
tee itself or the towns’ staff, related to each item on
the agenda. In this context, it is important to observe
that almost all of these documents are public re c o rd ;
using the town’s Web site to share them on a timely
basis with the public will enhance the standing of the
finance committee in the community. The finance
committee’s use of the Internet should be coord i n a t-
ed with the town’s general strategy for Internet
a c c e s s .

C o n c l u s i o n
The finance committee needs to keep a few impor-
tant principles in mind as they relate to computer
t e c h n o l o g y. First, finance committee members
need to be trained on their town’s computer sys-
tem in order to get the greatest benefit from these
re s o u rces for their work. Second, whatever a
finance committee does with computer technology
needs to be coordinated with the town’s general
e fforts in computer technology. And finally,
finance committees must remember that their use
of the town’s computer re s o u rces will give them a
better understanding of the value of these
re s o u rces and the need to support prudent invest-
ments in them.

This chapter was pre p a red and updated by Sheldon S. Cohen,

P resident, Systems Consulting Group, Inc. of Boston.
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O v e r v i e w

State and local governments throughout the U.S.
a re re q u i red by the Americans with Disability A c t
(ADA) of 1990, P.L. 101-336, not to practice dis-
crimination against any disabled individual.  The
s t ress is on the services, programs, and activities
o ff e red by these governments.  The Finance
Committee should double check to assure that all
budget items are in conformity under the law.

As of January 26, 1993  state and local govern-
ments were re q u i red to evaluate current services,
policies and practices to identify and modify those
that are discriminatory.  State and local govern-
ments that employ fifty or more people must
maintain the evaluation, for public inspection, for
t h ree years and designate an employee re s p o n s i b l e
for handling complaints.  State and local govern-
ments must also provide notice re g a rding the
rights and protections available to people with dis-
abilities under the A D A .

N o n d i s c r i m i n a t i o n
A D A sets the following nondiscrimination re q u i re-
ment for state and local government:

• It is illegal to refuse to allow a person to
participate in a service, program, or activity
simply because the person has a disability.

• P rograms and services must be provided in
an integrated setting unless separate pro-
grams are necessary to ensure equal access.

• State and local governments must eliminate
unnecessary eligibility standards or rules that
exclude or tend to screen out people with dis-
a b i l i t i e s .

• State and local governments must make re a-
sonable modifications to policies, practices,
and pro c e d u res to ensure equal access.

• P rograms must be readily accessible to and

usable by people with disabilities.

• It is illegal to place special charges on people
with disabilities to cover the costs of ensuring
n o n d i s c r i m i n a t i o n .

These re q u i rements also apply if a town or any of
its constituent units use a private facility for a gov-
ernmental purpose, including a meeting or a pub-
lic foru m .

A c c e s s i b i l i t y
State and local programs, services, and activities
a re to be readily accessible to and usable by people
with disabilities.  Programs must be made accessi-
ble unless doing so would fundamentally change
the nature of the operation or cause undue finan-
cial or administrative burden.  Extensive stru c t u r a l
alternations of existing facilities are not re q u i re d
w h e re alternative methods, such as the re a s s i g n-
ment of services to accessible facilities, delivery of
services at alternate accessible sites, redesign of
equipment, or home visits, provide adequate
access.  Structural barrier removal is re q u i red only
w h e re there is no other way to achieve access.
Such change must have been made no later than
January 26, 1995.

Governments with fifty or more employees had to
develop a Transition Plan by July 26, 1992 if stru c-
tural changes are needed to achieve pro g r a m
a c c e s s i b i l i t y.  The Transition Plan must identify the
physical barriers, describe the methods that will be
used to make the official responsible for imple-
mentation.  The plan must include a schedule for
p roviding curb cuts on sidewalks for which the
public entity has re s p o n s i b i l i t y.

C o m m u n i c a t i o n s
E ffective communication, which may include the
use of  TTY/TDD, telephone relay services, sign
language interpreters, large print materials, or
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other auxiliary aids and services, must be ensure d
for all applicants, beneficiaries, participants, and
others.  Telephone emergency services (such as
Police, Fire, and Ambulance, including 911 service)
must have TTY/TDD to ensure direct access.
Accessible routes, facilities, or equipment must be
identified with appropriate accessible signage.
These actions are re q u i red unless they would
cause a fundamental alteration of the program or
service or an undue financial or administrative
b u rd e n .

New Construction and Alterations

State and local government facilities that are built
or renovated after January 26, 1992 must be re a d i l y
accessible to and usable by people with disabili-
ties.  Entities can use either the A D AA c c e s s i b i l i t y
Guidelines or the Uniform Federal A c c e s s i b i l i t y
S t a n d a rds (UFAS).  Accessible features must be
adequately maintained.

This appendix was prepared by Christopher J.
Dostoomian.
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I n t r o d u c t i o n
The importance of re c o rds in public business has
long been recognized by the legislature.  The histo-
ry of state re c o rds management services for local
government in the Commonwealth may be traced
back to 1884.  The legal citation for Public Record s
is Chapter 66 M.G.L. (The Public Records Law).

D e f i n i t i o n
“Public Records” means all books, papers, maps,
photographs, re c o rded tapes, financial statements,
statistical tabulations, or other documentary mate-
rials or data, re g a rdless of physical form or charac-
teristics, made or received by any officer or
employee of any agency, executive office, depart-
ment, board, commission, bureau, division or
authority of the Commonwealth, or of any politi-
cal subdivision thereof, or of any authority estab-
lished by the General Court to serve a public pur-
pose, unless such materials or data are specifically
exempt under Chapter 4, s 7 (26)M.G.L .

Finance Committee re c o rds including all materials
collected or presented during committee or sub-
committee deliberations are a matter of public
re c o rd unless they fall into one of the exemption
categories.  Personal notes of members are not
c o n s i d e red public unless they are distributed to
other committee members and are there f o re part
of the deliberative pro c e s s .

Retention Period
T h e re is no formal retention eries prescribed by the
commissioner of public re c o rds for finance com-
mittee re c o rds. However, as a general rule, min-
utes should be kept as a permanent re c o rd, corre-
spondence can be discarded after three years if of
no informational value, and reports and budgets
can be discarded after town meeting has voted.
Any questions on re c o rds should be re f e r red to the

commissioner of public re c o rds, in the office of the
s e c retary of state.

E x e m p t i o n s

The statutory definition of “Public Records” con-
tains twelve exemptions which provide the basis
for withholding re c o rds in whole or in part.  They
a re as follows:

• specifically or by necessary implication
exempted from disclosure by statute;

• related solely to internal personnel rules and
practices of the government unit;

• personnel and medical files or information;

• i n t e r-agency memoranda or letters relating to
policy positions being developed by the
a g e n c y ;

• notebooks and other materials pre p a red by
an employee which are personal and not
maintained as part of the files of the agency;

• investigatory materials necessarily compiled
out of the public view by law enforc e m e n t
the disclosure of which would pre j u d i c e
e ffective law enforc e m e n t ;

• trade secrets or commercial or financial infor-
mation voluntarily provided to an agency for
use in developing policy and upon a pro m i s e
of confidentiality;

• p roposals and bids to enter into any contract
or agreement until the time for the public
opening of bids, and until the time for the
receipt of bids or proposals has expired; and
interagency communications made in connec-
tion with an evaluation process for re v i e w i n g
bids or proposals, prior to a decision to enter
into negotiations with or to award a contract
to a particular person;

• appraisals of real property acquired or to be
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a c q u i red until (1) a final agreement is entere d
into; or (2) any litigation relative to such
appraisal has been terminated; or (3) the time
within which to commence such litigation has
e x p i re d ;

• the names and addresses of any persons who
has applied for or been issued a license to
carry of possess firearms; and the names and
a d d resses on sales or transfers of any fire a r m s
or ammunition; 

• repealed in 1988-Library re g i s t r a t i o n / c i rc u l a-
tion re c o rds.  (The exemption applies under
Chapter 78, s 7M.G.L.)

• test questions and answers, scoring keys and
sheets, and other examination data used to
administer a licensing examination;

• contracts for hospital or related health care
services between (1) any hospital, clinic or
other health care facility operated by a unit of
government and (2) a health maintenance
o rganization, a non-profit hospital service
corporation or medical service corporation, a
health insurance corporation or any legal
entity that is self insured and provides health
c a re benefits to employees.

A c c e s s
State regulation, 950CMR 32:00, governs public
re c o rds access.  Requests for public re c o rds may be
oral or written, either in person or by mail.  The
requestor should provide a reasonable description
of the re c o rd and the custodian must comply as
soon as is practicable and within 10 days.  Reasons
for request and proof of identity of requestor is not
re q u i re d .

F e e s

The fees charged for public re c o rds are re g u l a t e d
by 950CMR 32:06 except where fees for copies are
p rescribed by statute:

• photocopies up to .20 per page (8 x 11 )

• m i c rofilm/fiche copies up to .25 per page

• computer printouts up to .50 per page

• computer search - the actual cost for the use
of computer time

• non-computerized re c o rds - prorated fee
based on the hourly salary of the lowest paid
employee capable of performing the task plus
copying fee.

This appendix was pre p a red by Jane Chew.
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Open Meetings
For Finance Committees the Open Meeting Law
(Chapter 39, s 23A-23CM.G.L. ) is re q u i red re a d-
i n g .

The Open Meeting Law is based on the pre m i s e
that the public is entitled to see the process of gov-
ernment and not simply its result.  In general, the
public and the news media have the right to
attend all meetings.  However, the law does pro-
vide seven specific exceptions to this rule that per-
mit to meet behind closed doors, in “executive ses-
sion,” to discuss certain subjects.  While the law
does not limit what may be discussed or acted
upon at any meeting, it does impose re s t r i c t i o n s
on the way in which meetings are called, conduct-
ed, and re c o rded.  Any rules of pro c e d u re adopted
must be in conformance with the Open Meeting
L a w.

When is a meeting a meeting?
B a s i c a l l y, a meeting occurs any time a quoru m
(usually a simple majority) of the members get
together and discuss or consider any public busi-
ness or policy over which the committee has some
jurisdiction or advisory power.  It is against the
law for a quorum to meet in private for the pur-
pose of deciding or deliberating toward a decision
on public business.  A meeting must be public
even if there is no vote taken or decision re a c h e d .

Calling a meeting
The officer in charge of calling a meeting is re s p o n-
sible for filing a notice of the meeting with the
Town Clerk at least forty-eight hours (including
S a t u rdays but not Sundays or legal holidays)
b e f o re a meeting is to take place.  Notice of the
meeting, printed in “easily readable type” and
including date, time, and place, must be posted
within the same amount of time.  In case of an

e m e rg e n c y, defined as “a sudden, generally unex-
pected occurrence or set of circumstances demand-
ing immediate action,” an open meeting may be
held even though notice was not posted in time.
Notice of an emergency meeting should still be
posted as much in advance of the meeting as pos-
s i b l e .

Achance meeting or social meeting of members
need not be open with notice as long as no final
a g reement on a public matter is reached and as
long as it can be demonstrated that the meeting
o c c u r red by chance or for social re a s o n s .
H o w e v e r, the law states that a chance or social
meeting shall not be used “in circumvention of the
spirit or re q u i rements” of the law.

Recording and Addressing Meetings
Any person in attendance at an open meeting may
re c o rd the meeting by any means of sonic re p ro-
duction, including videotaping, provided that
t h e re is no active interference with the conduct of
the meeting.

While anyone can attend public meetings, they
must have permission to speak.

Violation of the Law
T h ree or more voters, the District A t t o r n e y, or the
Attorney General can sue the committee or any
member of it for failure to comply with the Open
Meeting Law.  Acourt hearing must be held “at
the speediest possible” time after the complaint is
filed in court.  The burden of proof will be on the
committee to show that the re q u i rements of the
law were met.

If it finds a violation, the court may, at the very
least, order the committee or committee member
to comply with the law at future meetings.
Disobedience of such a court order could be pun-
ished as contempt of court.  The court also has the
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power to invalidate any action taken at a meeting.

Reasons for Convening Executive Session
Chapter 39, s 23B M.G.L. 

To discuss the reputation, character, physical condition
or mental health - rather than the professional com-
petence - of an individual.

To consider the discipline or dismissal of, or to hear
complaints or charges brought against a public
o ff i c e r, employee, staff member or individual.  

To discuss strategy with respect to collective bargaining or
l i t i g a t i o n if an open meeting may have a detrimental
e ffect on the government’s bargaining or litigating
position.  Also, to conduct strategy sessions in
p reparation for negotiations with non-union person-
nel; to actually conduct collective bargaining and
contract negotiations with non-union personnel.

To discuss the deployment of security personnel or
d e v i c e s , e.g., a “sting operation”.

To investigate charges of criminal misconduct or to dis-
cuss the filing of criminal complaints.

To consider the purchase, exchange, taking, lease, or
value of real pro p e r t y if such discussion may have a
detrimental effect on the negotiating position of
the governmental body.

To comply with the provisions of any general or special
law or federal grant-in-aid re q u i re m e n ts (generally
p r i v a c y ) .

To hold an initial screening, (including interviews if
they are part of the initial screening process) of candi -
dates for employment if an open meeting would
have a detrimental effect in obtaining qualified
c a n d i d a t e s .

To meet with a mediator regarding any litigation o r
d e c i s i o n .

P r o c e d u r e :

The session must be convened in open meeting
and notice given.

Chairperson announces the purpose of the execu-
tive session.

Majority must vote in a re c o rded roll call for exec-
utive session.

Chairperson announces whether the meeting will
reconvene in open session.

Votes taken in executive session must be re c o rd e d
roll call votes.

Rights of Individuals
When a governmental body wishes to discuss the
reputation, discipline or dismissal or an individ-
ual, it must notify that person in writing at least 48
hours in advance of the meeting.

The individual may request that the meeting be
held in the open.

If an executive session is held, the individual has
the right to be present during discussion that per-
tains to him or her, to have counsel or a re p re s e n-
tative of choice present, and to speak on his or her
own behalf. 

Any individual may tape/re c o rd, or videotape
f rom one or more designated locations determined
by the governmental body, as long as there is no
active interference with the meeting.  This right
does not apply to executive sessions.

This appendix was prepared by the law firm of
Kopelman and Paige.
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I n t r o d u c t i o n
Massachusetts General Laws Chapter 268A, the
conflict of interest statute, imposes ethical stan-
d a rds upon employees of state, county and munici-
pal governments.  Its provisions are applicable to
all “municipal employees”, whether paid or
unpaid, elected or appointed, full-time, part-time
or employed on an intermittent basis.  Any mem-
ber of a Finance Committee is a municipal employ-
ee under c 268A. Some Finance Committees may
be designated “special municipal employees” by
the Board of Selectman.  Aspecial employee is
unpaid or is paid for less than 800 hours per year.
An office may also be so designated if the position
specifically allows for private employment during
normal working hours.  (“Special municipal
employees” may qualify for a broader range of
exemptions from the prohibitions of Chapter 268A
M.G.L. than regular municipal employees.)

Prohibited Participation - Financial
I n t e r e s t
Chapter 268A, s19 prohibits any municipal
employee (including “special employees”) fro m
participating as such an employee in any particu-
lar matter in which the employee, his immediate
family members, business partners, private
employers or organizations in which he serves as
an off i c e r, dire c t o r, partner or trustee, has a “finan-
cial interest”. As with most provisions of Chapter
268A, this prohibition is broadly construed by the
State Ethics Commission. “Participation” includes
any deliberation, discussion or voting on munici-
pal budgets or any other matter within Finance
Committee jurisdiction.

If a departmental budget or any other matter in
which a member has a prohibited financial intere s t
comes before the committee, it is re c o m m e n d e d
that the member step down from the committee
and leave the room during the deliberation on that

subject.  Graham v. McGrail, 370 Mass. 133.  For
example, if a member  of a Finance Committee
m e m b e r’s immediate family is employed in the
assessors’ office and the assessors budget line item
include the salary of that family member, the
Finance Committee member must not participate
in any discussion of that budget item, nor may he
be counted towards a quorum at that time.  He
m a y, however, vote on the “bottom line” budget
for that department.

T h e re are certain limited exemptions from s 19.
First, if the Finance Committee is an appointed
position, a member may disclose all facts giving
rise to the conflict of interest to his appointing
authority prior to that matter coming before the
committee. If the appointing authority makes a
written determination that the financial intere s t
involved is insubstantial and not likely to aff e c t
the integrity of the Finance Committee member’ s
o fficial actions, he may participate in the matter.
This exemption may not be used to “cleanse” par-
ticipation after the fact.

Another exemption applies “if the particular mat-
ter involves a determination of general policy and
the interest of the municipal employee or members
of his immediate family is shared with a substan-
tial segment of the population of the municipali-
t y.”  The State Ethics Commission has determined
that a “substantial segment of the population” is
any number exceeding 10% of the residents of the
t o w n .

Multiple Office Holding and Financial
Interests in Contracts with the
M u n i c i p a l i t y
Section 20 of c 268A generally prohibits a munici-
pal employee from having a financial intere s t ,
d i rectly or indirectly in a contract made by an
agency of the same city or town.  This pro h i b i t i o n
extends to holding more than one paid, appointed
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position, i.e., employment “contracts”. Elected
o ffices are not considered to be contracts with the
town, even if they are compensated.

Section 20 is the most complex area of the conflict
of interest statute and its application is driven by
the specific facts of a given situation. In general,
h o w e v e r, it is difficult for a municipal employee to
have a financial interest in a contract with the
town or to hold two paid appointed positions.
Special municipal employees may be eligible to do
so, if they file a written disclosure of their financial
i n t e rest with the Town Clerk. A special employee
may have an interest in a contract with his own
b o a rd or department if he also obtains a vote of
the Board of Selectman approving his exemption
f rom s 20. It is not a prohibited financial interest if
you own less than 1% of the stock of a company
that has a contract with the city or town.

Finance Committee members should also be aware
that many towns and cities have by-laws or ord i-
nances which limit or prohibit multiple off i c e
holding. The Town Counsel should be the first
contact re g a rding any question on the application
of s 20.  The next step is to bring the matter before
the State Ethics Commission.

Acting on Behalf of Others
Chapter 268A, s 17 generally prohibits a municipal
employee from acting as agent or re p re s e n t a t i v e
for anyone other than the town or city in connec-
tion with a matter involving that town or city.  For
example, a Finance Committee member may not
appear before a municipal board on behalf of
someone else.  In addition, they may not re c e i v e
compensation from anyone other than the town in
relation to a particular matter in which the town is
a party or has a direct and substantial intere s t .
They may, however, appear before a town board
on their own behalf.

Special municipal employees have a limited right
to act as an agent or re p resentative under s 17, pro-
vided that (a) they have never personally partici-
pated in the matter as a municipal official, (b) the
matter is not within their “official re s p o n s i b i l i t y ”
and (c) the matter is not pending before their

municipal agency. While a Finance Committee
member may avoid participating in a pro h i b i t e d
financial interest by stepping down from the com-
mittee (s 19), this lack of participation does not
absolve the fact that a matter is within the Finance
Committee’s official responsibility for purposes of
s 17.  

Section 18 of the statute contains restrictions which
apply after a member of a Finance Committee
leaves public office. The former “municipal
employee” may never be paid by anyone other
than the town in connection with a particular mat-
ter in which they participated while on the Finance
Committee. If the committee deliberated and re c-
ommended funding for a particular budget item,
for example, they may not be paid by any private
person or organization in connection with a con-
tract funded by that line item. There is also a one
year ban on their appearing personally before a
municipal agency (other than on their own behalf)
in connection with any particular matter which
was under the committee’s official re s p o n s i b i l i t y,
whether or not they participated in that matter.

Standards of Conduct
Chapter 268A, s 23 imposes standards of conduct
on all municipal employees and special employ-
ees. No municipal employee may accept private
paid employment in which the responsibilities of
that employment are inherently incompatible with
the responsibilities of his public office. This section
refers to compensation of “substantial value”,
which the State Ethics Commission has set at any-
thing exceeding $50.00.  Public employees must
fulfill the duties of their office objectively, and not
use or attempt to use their position to secure
unwarranted privileges for themselves or others.
Employees are also prohibited from disclosing any
confidential re c o rds or data acquired in the course
of their official duties.

Section 23(b) (3) prohibits any action which would
lead a “reasonable person” to conclude that there
is an appearance of a conflict.  This would include
participation in any particular matter in which a
Finance Committee member’s judgment or moti-
vation appears to be biased, whether or not such
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participation is barred by any other section of c
268A.  The member may protect himself from such
an allegation, however, by disclosing in writing to
his appointing authority the facts which could lead
to such a conclusion.

The statute prohibits any municipal employee
f rom accepting gifts or gratuity worth in excess of
$50.00 (as well as any “bribes”).

Administration and Enforcement
Chapter 268Ais both interpreted and enforced by
the State Ethics Commission. If it determines a vio-
lation has occurred, the Ethics Commission may
pursue administrative enforcement against the
municipal employee, which usually involves pay-
ment of District Attorney’s office for criminal pro s-
ecution, as the statute provides for fines or impris-
onment. Certain violations may also be enforc e d
by rescinding or cancelling actions taken by a
municipal agency.

If the State Ethics Commission determines a violation
has occurred, they may pursue administrative
e n f o rcement against the municipal employee, which
usually involves payment of a fine. The Commission
may also refer a violation to the District A t t o r n e y ’ s
o ffice for criminal prosecution;  the statute pro v i d e s
for fines or imprisonment. Certain violations may
also be enforced by rescinding or cancelling actions
taken by a municipal agency.

The Ethics Commission will provide oral opinions
to a municipal employee, but will only offer such
opinions prospectively - the employee should,
t h e re f o re, contact the Commission prior to partici-
pating in any matter which could lead to a viola-
tion. In addition, Chapter 268A, s 22 entitles any
municipal employee to obtain a written opinion
f rom the Town Counsel or City Solicitor. Copies of
such opinions must be filed with the Town Clerk
and with the Ethics Commission. The Ethics
Commission has thirty days from receipt of an
opinion to issue its own findings, either concurring
or disagreeing with the opinion.

This appendix was prepared by the law firm of
Kopelman and Paige
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A c redit rating is a determination by an indepen-
dent rating authority on the ability and willing-
ness of an issuer of debt (bonds or notes) to make
debt service payments in full and on time.  This
service is purchased by the issuer when it sells its
debt in order to attract as many buyers as possible.
Agood credit rating will assure the buyers that
their investments are safe and that they will be
paid principal and interest when due.  The cre d i t
rating also provides the investor with the informa-
tion needed to weight the risk of the investment
with the re w a rd (or interest rate).  This credit rat-
ing service is provided by several companies,
including Moody’s Investors Service, Standard &
P o o r’s Corporation, and Fitch Investors Service.
Moody’s has historically dominated the municipal
market in Massachusetts and is the agency that
most towns deal with, but Standard & Poor’s has
significantly increased its market share in
Massachusetts within the last ten years.  This arti-
cle will focus on the ratings and standards of
Moody’s, but the other agencies have parallel rat-
ings and similar standards.  

The rating agencies have four general areas that
they re s e a rch in developing their ratings on bonds
or long term debt.  A lesser number of towns
apply for credit ratings on their notes (short term
debt) unless they have a very large issue, so we
will focus on long term ratings.  The four areas are
economics, finance, debt and management.

Economics - This area focuses on the ability of the
community and its taxpayers to absorb the debt
being issued.  The credit rating agency examines
such topics as median family income, per capita
income, house values, breakdown of the tax base
among residential, commercial and industrial
p roperties, unemployment rates, growth within
the community re p resented by such measure-
ments as building permits and new jobs, and the
ability of the community to absorb new gro w t h .
Of the four, economics is the most important factor

and the least amenable to short term change.  To a
d e g ree it will set the ceiling for the credit rating on
your town, but it will not provide a floor.  A
wealthy but mismanaged community can be
d ropped to the same rating as a poor, stru g g l i n g
city or town.

Finances - This area focuses on the ability of the
town to manage its budgets and finances.  The
town must demonstrate that it enacts truly bal-
anced budgets, maintains adequate levels of
reserves, mails and collects its taxes in a timely
m a n n e r, and meets all of its obligations on a yearly
basis.  The subject of reserves is especially impor-
tant because they provide the town with the abili-
ty to weather unforeseen adverse financial events
and periodic economic downturns.  Analysts will
focus on the fund balances, both unreserved and
total, free cash, collection rates, overlay or re v e n u e
deficits, stabilization and other reserve funds, bud-
gets and tax recap sheets.  Short term fluctuations
a re not as important as long term trends.  If the
t rends are negative, a town must demonstrate that
it is aware of the problems and what steps are
being taken to strengthen its financial future .

Debt - This area includes not only the long and
short term debt of the town, but long term con-
tractual  obligations such as trash disposal con-
tracts, unfunded pension obligations and overlap-
ping debt of the town from regional school, sani-
tary or other districts.  Fortunately, this has not
generally been a problem for most Massachusetts
municipalities.  Being a developed state, our debt
is relatively low, and, thanks to various pension
reforms of the 1980’s, pension obligations are
being funded.  Fully self supported enterprise
funds have reduced the impact of debt from local
and regional water and sewer projects.  In order to
reduce any concerns by rating agencies in this
a rea, it is important to plan carefully each debt
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authorization and issuance to minimize the budget
impact while paying off the bonds in as short a
period as possible.  Designated revenue sourc e s
such as Proposition 2 _ debt exclusions and water,
sewer or other revenues or a declining debt budget
can be very useful in demonstrating how addition-
al debt service will be absorbed within the budget.

Management - This area is the hardest to quantify.
Basically it re p resents a judgment by the agency on
whether the management of the municipality
understands its current problems and future chal-
lenges and has taken actions designed to ensure
long term financial stability.  The agency will look
at factors such as: the ability to pass truly balanced
budgets without relying on the use of reserves; the
willingness to raise taxes and fees when the finan-
cial situation re q u i res; and the ability to mail and
collect taxes in an effective and efficient manner.
The agencies will be interested in long term capital
plans, revenue and expenditure forecasts, updated
and complete accounting systems and how well
the local officials work together.  

A c redit rating is more than a tool designed to
obtain a lower interest rate on bonds.  It is an
objective third party analysis of how well the com-
munity and its management is doing.  As such, it
can raise many emotions if the “right” rating is not
received.  It is important to remember that the rat-
ing is a reflection of the agency’s analysis of all
four of the above factors.  It is very possible to
have top flight management in a municipality with
a lower rating due to economic factors beyond
their control and average management in a high
rated community with very strong wealth levels.
The key is to understand why the rating was
received, what the concerns are, if any, and what
needs to be done to re i n f o rce or improve the rating
in the future.  If the rating is seen as pro v i d i n g
objective feedback with which to improve the com-
munity’s financial future, the rating process can
p rovide an opportunity for you as a local off i c i a l
and for the community.

Included on the next page are definitions of long
term bond ratings from Moody’s.  Moody’s also
subdivides its Aa, A, Baa and Ba categories into 1,
2 & 3 with 1 being the highest.  Standard & Poors

uses a parallel rating system with AAA, AA, A ,
BBB and BB with plus and minus within each gen-
eral category below A A A to diff e rentiate higher or
lower credits.  

This appendix was prepared by Allan Tosti.
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Definitons of Long Term Bond Ratings
A a a

Bonds that are rated Aaa are judged to be of the
best quality.  They carry the smallest degree of
investment risk and are generally re f e r red to as
“gilt edge.”  Interest payments are protected by a
l a rge or by an exceptionally stable margin and
principal is secure.  While the various pro t e c t i v e
elements are likely to change, such changes as can
be visualized are most unlikely to impair the fun-
damentally strong position of such issues.

A a

Bonds that are rated Aa are judged to be of high
quality by all standards.  Together with the A a a
g roup they comprise what are generally known as
high-grade bonds.  They are rated lower than the
best bonds because margins of protection may not
be as large as in Aaa securities or fluctuation of
p rotective elements may be of greater amplitude
or there may be other elements present which
make the long term risks appear somewhat larg e r
than Aaa securities.

A

Bonds that are rated Apossess many favorable
investment attributes and are to be considered as
u p p e r-medium-grade obligations.  Factors giving
security to principal and interest are considere d
adequate, but elements may be present which
suggest a susceptibility to impairment some time
in the future .

B a a

Bonds that are rated Baa are considered as medi-
um-grade obligations; i.e., they are neither highly
p rotected nor poorly secured.  Interest payments
and principal security appear adequate for the
p resent but certain protective elements may be
lacking or may be characteristically unre l i a b l e
over any great length of time.  Such bonds lack
outstanding investment characteristics and, in
fact, have speculative characteristics as well.

B a

Bonds that are rated Ba are judged to have specu-

lative elements; their future cannot be considere d
as well assured.  Often the protection of intere s t
and principal payments may be very moderate,
and thereby not well safeguarded during both
good and bad times over the future.  Uncertainty
of position characterizes bonds in this class.

B

Bonds that are rated B generally lack characteris-
tics of the desirable investment.  Assurance of
i n t e rest and principal payments or maintenance of
other terms of the contract over any long period of
time may be small.

C a a

Bonds that are rated Caa are of poor standing.
Such issues may be in default or there may be pre-
sent elements of danger with respect to principal
or intere s t .

C a

Bonds that are rated Ca re p resent obligations
which are speculative in a high degree.  Such
issues are often in default or have other marked
s h o r t c o m i n g s .

C

Bonds that are rated C are the lowest rated class of
bonds, and issues so rated can be re g a rded as hav-
ing extremely poor prospects of ever attaining any
real investment standing.

S o u rce: Moody’s Investors Service, “An Issuer’ s
Guide to the Rating Pro c e s s ” .
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I n t r o d u c t i o n
T h e re is an inordinate reliance on our legal system
for resolving disputes. In many ways this has cre-
ated judicial bottlenecks up and down the entire
legal system.  It is simply too costly, too slow and
too inaccessible for those who it is meant to serve,
plus being an inefficient and inappropriate means
to resolve many types of disputes in contemporary
s o c i e t y.  Fortunately, there are alternatives, princi-
p a l l y, ADR, or Alternative Dispute Resolution that
a re quick, fair, effective and cost-efficient in com-
parison to expensive litigation and that for many
classes of disputes produce superior and more
timely results.  In addition, ADR is more flexible,
informal and user friendly.  It also has the distinct
advantage of enabling the parties to maintain con-
fidentiality because proceedings are private and
the parties themselves exercise maximum contro l
of the process by setting the ground rules and
selecting the neutral third party.  Equally impor-
tant, ADR helps preserve valuable re l a t i o n s h i p s
that are often strained or destroyed through the
adversarial pro c e s s .

ADR in general and mediation specifically has qui-
etly emerged as the forum of choice for govern-
ment and business as it provides for an economi-
cal, expedient and fair resolution of problems, and
is increasingly favored by government, business
and private parties who are unwilling or unable to
pay for the high cost of litigation or accept the time
consuming delays in an overburdened system of
justice.  Aided by new public policy initiatives by
the federal government that supports wider use of
informal dispute resolution systems and a judicia-
ry that has continued to support the expansion of
arbitral authority and the enforcement of arbitra-
tion awards, ADR and mediation are becoming the
f o rum of choice for a host of emerging pro b l e m s
that bedevil society—workplace issues; employ-
ment disputes; discrimination and sexual harass-
m e n t .

A r b i t r a t i o n
In the pantheon of ADR, arbitration is the more
formal of the processes.  It can be binding or not
binding.  In arbitration, a neutral third party,
selected by the parties to the dispute, is chosen to
hear both sides of the case, and then resolve it by
rendering a specific decision or award.  In an arbi-
tration proceeding both sides have an opportunity
in the presentation of their case, to submit evi-
dence, call witnesses and cross-exam although the
level of formality is significantly lower than in a
formal court proceeding.  In instances where the
decision of the arbitrator is non-binding, the deci-
sion of the arbitrator is often sufficient to induce
the parties to settle.

M e d i a t i o n
Mediation is much less formal and is a pro c e s s
w h e re a mediator, often re f e r red to as The Third
Party Neutral, assists parties to reach a settlement
or resolution.  The neutral, who is selected by the
parties to the dispute, generally has no authority
to impose a solution if the parties fail to reach an
a g reement.  Voluntary and non-binding, mediation
is designed to guide disputants toward a mutually
a g reed upon result which brings closure to the
c o n f l i c t .

T h rough this process, mediators help parties
decide for themselves when and if to settle and on
what terms.  Like a catalyst, the mediator assists
each party to negotiate a mutually satisfactory
a g reement by identifying issues, exploring options
and possible basis for an agreement, as well as
weighing the consequences of not settling.
Ty p i c a l l y, 85-90% of cases brought to mediation are
resolved satisfactorily in several hours.

For towns, cases that may be appropriate for A D R
include the following:

• workers compensation claims
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• collective bargaining disputes and grievances

• disability discrimination claims

• conflict among staff; within and between
town committees that impair the perfor-
mance of local government.

• employment and workplace disputes; dis-
crimination, sexual harassment, wrongful ter-
mination, breach of contract, compensation
and other human re s o u rce issues.

• e n v i ronmental disputes, toxic clean-up, or
other health related issues

• siting issues

• subdivisions, local ordinances, zoning deci-
sions, planning committee decisions

• injury or accidental death claims during off i-
cial actions

• p remise liability

• c o n s t ruction contract disagre e m e n t s .

The Massachusetts Office of Dispute Resolution
(MODR) is a state agency providing mediation,
meeting facilitation, consensus building, and train-
ing services at aff o rdable rates.

Meeting facilitation services address the need for
public discussion of disputes involving many par-
ties holding diverse views. By carefully stru c t u r i n g
and conducting a series of public meetings on
hotly debated subjects, MODR neutrals guide the
parties towards consensus.

MODR’s use of private sector mediators and facili-
tators creates a unique public-private partnership.

As a municipality, your community can access the
services and re s o u rces at the Massachusetts Off i c e
of Dispute Resolution to assist you in re s o l v i n g
conflicts. 

MODR maintains a panel of over 60 experienced,
p re-qualified neutrals. Each facilitator and media-
tor has been through an extensive selection and
a p p roval process.  By calling upon MODR, a
municipality can benefit from our experience and
re s o u rces. MODR provides case management and
can assist in convening a mediation or facilitation.

MODR offers conflict assessments to help parties
decide whether mediation, facilitation or another
ADR process is appropriate for their conflict.

T R A I N I N G

MODR provides dispute resolution trainings to
state and municipal employees and officials, cus-
tom designing each training program. MODR
o ffers a broad variety of skill-building trainings,
including: Negotiation Skills; Mediation;
Facilitation and Meeting Management; Consensus
Building; and Communication with the Public.

Contact Info:

Massachusetts Office of Dispute Resolution 

1 Ashburton Place, Room 501, Boston, MA 0 2 1 0 8

Phone:  617-727-2224  Fax:  617-727-6495

w w w. s t a t e . m a . u s / m o d r

In conclusion, private dispute resolution systems
that are well designed and ensure due process and
fundamental fairness hold promise for local gov-
ernment as an alternative to the expense and time
of a lawsuit.  In addition to avoiding the one-size-
fits-all approach to justice, ADR offers advantages
to most all parties involved in dispute that is gen-
erally superior to litigation.  Even the most com-
plex private systems generally do a superior job of
resolving conflicts, and they are substantially less
expensive and always more expedient.  More
i m p o r t a n t l y, ADR as a general rule brings closure
to the dispute.  Few disputes that are brought to
ADR reach further adjudicatory mechanisms since
the vast majority of disputes are resolved thro u g h
the mutual consent of both parties, in a collabora-
tive and joint problem solving pro c e s s .

This appendix was prepared by the law firm of ADR Associates.
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Abatement - Areduction or elimination of a levy
imposed by a governmental unit, applicable to tax
levies, motor vehicle excise, fees, charges, and spe-
cial assessments.

Accounting System - The total stru c t u re of re c o rd s
and pro c e d u res which identify, re c o rd, classify,
and report information on the financial position
and operations of a governmental unit or any of its
funds, balanced account groups, and org a n i z a t i o n-
al components.

Accrued Interest - In an original governmental
bond sale, accrued interest is the amount of inter-
est which has accumulated on the bonds from the
day they are dated, up to but not including, the
date of delivery (settlement date).

Amortization - The gradual elimination of an
obligation, such as a bond, according to a specified
schedule of times and amounts. The principal
amount of a home mortgage, for example, is amor-
tized by monthly payments.

Appropriation - An authorization granted by a
legislative body to make expenditures and to incur
obligations for specific purposes.  An appro p r i a-
tion is usually limited in amount and as to the
time when it may be expended.  Only a town
meeting, council or the school committee can
authorize money appropriated for one purpose to
be used for another.  Any amount which is appro-
priated may be encumbered (see Encumbrance).
Any part of a “general” appropriation not spent or
e n c u m b e red by June 30 automatically reverts to
the undesignated fund balance which may re s u l t
in Free Cash.  If departments know of re m a i n i n g
unpaid bills at the close of the fiscal year and
p roperly notify the accountant (Chapter 41, s 58),
the departmental appropriation is encumbered to
extend the general spending authorization until
such time that the bill is paid or it is decided not to
spend the funds.  If these encumbrances are not
acted on within a year, the accountant generally

notifies the department and closes them out.  A
special warrant article/ appropriation, on the
other hand, may carry forward from year to year
until spent for the designated purpose or trans-
f e r red by town meeting vote to another account.

Arbitrage - As applied to municipal debt, the
investment of tax exempt bond or note proceeds in
taxable higher yielding securities.  This practice is
restricted under Section 103 of the Internal
Revenue Service (IRS) Code, and (beyond certain
limits) earnings are re q u i red to be rebated (paid) to
the IRS.

Arbitrage Certificate - Acertified statement
requested by purchasers and law firms serving as
bond counsel in Massachusetts that borro w i n g
p roceeds of a specified bond issue shall not be
used for the purposes of arbitrage. See A r b i t r a g e .

Assessed Valuation - Avaluation set upon re a l
estate or other property by a government as a
basis for levying taxes.  In Massachusetts, assessed
valuation is based on “full and fair cash value,”
the amount a willing buyer would pay a willing
seller on the open market.  Assessors must collect,
re c o rd, and analyze information about the physical
characteristics of the property and the market in
o rder to estimate the fair market value of all tax-
able properties in their communities.

Audit - An examination of systems, pro c e d u re s
and financial data by a certified accountant,
reporting on the fairness of financial statements
and compliance with statutes and re g u l a t i o n s .
(The audit is a valuable management tool for eval-
uating the fiscal performance of a community.) 

Audit Report - The product of an audit pre p a re d
by an independent auditor.  The report often
includes: (a) a statement of the scope of the audit;
(b) explanatory comments as to application of
auditing pro c e d u res; (c) findings and opinions; (d)
financial statements and schedules; and (e) statisti-
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cal tables, supplementary comments, and re c o m-
m e n d a t i o n s .

Authentication - See Certification.

Available Funds - These are funds established
t h rough previous appropriations or results of
favorable conditions.  These may be appro p r i a t e d
to meet emergency or unforeseen expenses, larg e
one-time or capital expenditures.  Examples:  Fre e
Cash, Stabilization Fund, Overlay Surplus, Wa t e r
Surplus, and enterprise retained earnings

Balance Sheet - Astatement which discloses the
assets, liabilities, reserves and equities of a fund or
governmental unit at a specified date.

Basis of Accounting -Basis of accounting refers to
when revenues and expenditures or expenses are
recognized in the accounts and reported on the
financial statements.  Basis of accounting related to
the timing of the measurements made, re g a rd l e s s
of the measurement focus applied.  All govern-
mental funds and expendable trust and agency
funds could be accounted for using the modified
a c c rual basis of accounting.  Their revenues are
recognized when they become measurable and
available, as net current assets, with the following
guidelines:  Property taxes, excise taxes, depart-
mental and governmental receivables are re c o rd e d
as revenue when received in cash, as well as
amounts received during the first 60 days of the
following fiscal year.  Expenditures are generally
recognized under the accrual basis of accounting
when the related fund liability is incurre d .
Exceptions to this general rule include principal
and interest on general long-term debt which is
recognized when due.  All proprietary funds and
nonexpendable trust and pension trust funds are
accounted for using the accrual basis of account-
ing.  Their revenues are recognized when they are
earned, and their expenses are recognized when
they are incurre d .

Basis Price - The price expressed in yield or net
return to maturity on investment. Abasis point
equals 1/100th of 1%.

Betterments (Special Assessments) - Whenever a
specific area of a community receives benefit fro m

a public improvement (e.g., water, sewer, side-
walk, etc.), special property taxes may be assessed
to reimburse the governmental entity for all or
part of the costs it incurred.  Each parcel re c e i v i n g
benefit from the improvement is assessed for its
p roportionate share of the cost of such impro v e-
ments.  The proportionate share may be paid in
full or the property owner may request the asses-
sors apportion the betterment over 20 years.  Over
the life time of the betterment, one year’s appor-
tionment along with one year’s committed intere s t
computed from October 1 to October 1 is added to
the tax bill until the betterment has been paid.

Bond - A written promise to pay a specified sum
of money, called the face value (par value) or prin-
cipal amount, at a specified date or dates in the
f u t u re, called maturity date(s), together with peri-
odic interest at a specified rate. The diff e re n c e
between a note and a bond is that the latter ru n s
for a longer period of time.

Bond and Interest Record - The permanent and
complete re c o rd maintained by a tre a s u rer for
each bond issue. It shows the amount of intere s t
and principal coming due each date, the bond and
coupon numbers, and all other pertinent informa-
tion concerning the bond issue. The term is syn-
onymous with Bond Register.

Bond Anticipation Note (BAN) - Once borro w i n g
for a specific project has been approved by two-
t h i rds vote of town meeting or city council and
prior to issuing long-term bonds, short-term notes
may be issued to provide cash for initial pro j e c t
costs.  BANs may be issued for a period not to
exceed five years, but with a reduction of principal
after two years (Chapter 44, s 17).  The final matu-
rity date of the project borrowing, beginning fro m
the date the short-term note was issued, may not
exceed the term specified by statute (Chapter 44, s
7 and 8).  BANs are full faith and credit obliga-
t i o n s .

Bond Authorization - See Debt A u t h o r i z a t i o n .

Bonds Authorized and Unissued - Bonds which a
government has been authorized to sell but has
not yet done so. Issuance at this point is only con-
tingent upon action by the tre a s u rer and mayor or
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s e l e c t m e n .

Bond Buyer - A daily trade paper containing cur-
rent and historical information of interest to the
municipal bond business.

Bond Counsel - An attorney or law firm engaged
to review and submit an opinion upon legal
aspects of a municipal bond or note issue.

Bond Discount - The excess of the face value of a
bond over the price for which it is acquired or
sold. An example is a $1,000 bond which is sold
for $990. The discount equals $10.

Bond Issue - G e n e r a l l y, the sale of a certain num-
ber of bonds at one time by a governmental unit.

Bonds Payable - The face value of bonds issued
and unpaid.

Bond Premium - The excess of the price at which a
bond is acquired or sold over its face value. A n
example is a $1,000 bond which sells for $1,010.
The premium equals $10.

Broker - Acts as an intermediary between dealers
in obtaining and matching bids offers. Their fee for
consummation a transaction is charged to the seller.

Budget - Aplan of financial operation embodying
an estimate of proposed revenues and  expendi-
t u res for a given period and the proposed means
of financing them. Abudget may be “pre l i m i n a r y ”
- the financial plan presented to the Town Meeting,
or “final” - the plan approved by that body.  The
budget should be separated into basic units, either
by department, program or service.  The format is
important because by classifying by service or
department, the budget is clearly defined and
m o re easily understood by both local officials and
Town Meeting.

Budget Message - Astatement by the town’s poli-
cymakers summarizing the plans and policies con-
tained in the budget report, including an explana-
tion of the principal budget items, an outline of the
municipality’s experience during the past year and
its financial status at the time of the message, and
recommendations re g a rding financial policy for
the coming fiscal year.

Budget Unit - Adepartment to which the town

meeting appropriates funds.

Capital Budget - An annual appropriation or
spending plan for capital expenditures  (tangible
assets or projects that cost at least $25,000 and
have a useful life of at least five years).  This bud-
get should recommend the method of financing
for each item recommended and identify those
items which are recommended to be deferred due
to scarce re s o u rc e s .

Capital Expenditures/Improvements - These are
items generally found in the capital budget such as
c o n s t ruction, acquisitions, site development, major
repairs or replacement to capital facilities and pub-
lic ways and overhead costs. The fees for arc h i-
tects, engineers, lawyers, and other pro f e s s i o n a l
services plus the cost of financing, advance plan-
ning may be included.

Capital Improvements Program - A c o m p re h e n-
sive schedule for planning a community’s capital
e x p e n d i t u res.  It coordinates community planning,
fiscal capacity and physical development.  While
all of the community’s needs should be identified
in the program, there should aslo be a set of crite-
ria which prioritizes the expenditures.  The capital
p rogram is a plan for capital expenditures that
extends five years beyond the capital budget and
is updated yearly.

Capital Outlay Expenditure Exclusion - Avote by
a community at an election to exclude payments
for a single year capital project from the levy limit.
The exclusion is limited to one year and may tem-
porarily increase the levy above the levy ceiling.

Cash - C u r re n c y, coin, checks, postal and expre s s
money orders, and bankers’ drafts on hand or on
deposit with an official or agent designated as cus-
todian of cash and bank deposits.

Cash Management - The process of managing
monies of a local government in order to insure
maximum cash availability and maximum yield
on short-term investment of idle cash.

Cemetery Perpetual Care - These funds are donat-
ed by individuals for the care of grave sites.
A c c o rding to Chapter 114, s 25, funds from this
account must be invested and spent as directed by
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perpetual care agreements.  If no agreements exist,
i n t e rest (but not principal) may be used as dire c t e d
by the cemetery commissioners for the purpose of
maintaining cemeteries.

Certification - The action of a bank or trust com-
pany (or DOR’s Bureau of Accounts for State
House Notes) in certifying the genuineness of the
municipal signatures and seal on a bond issue. The
certifying agency may also supervise the printing
of bonds and otherwise safeguard their pre p a r a-
tion against fraud, counterfeiting, or over- i s s u e .
Also known as A u t h e n t i c a t i o n .

Certificate of Deposit (CD) - Abank deposit evi-
denced by a negotiable or non-negotiable instru-
ment which provides on its face that the amount of
such deposit plus a specified interest payable to the
b e a rer or to any specified person on a certain date
specified in the instrument, at the expiration of a
certain specified time, or upon notice in writing.

Cherry Sheet - Named for the cherry colore d
paper on which it was originally printed, the
Cherry Sheet is the official notification from the
Commissioner of Revenue of the next fiscal year’ s
state aid and assessments to communities and
regional school districts.  State aid to municipali-
ties and regional school districts consists of two
major types — distributions and re i m b u r s e m e n t s .
Distributions provide funds based on formulas
while reimbursements provide funds for costs
i n c u r red during a prior period for certain pro-
grams or services.  In addition, communities may
receive “offset items” which must be spent on spe-
cific programs.  Cherry Sheet Assessments are
advanced estimates of state assessments and
c h a rges and county tax assessments.  Local asses-
sors are re q u i red to use these figures in setting the
local tax rate.  (Because these figures are estimates,
it should be noted that based on filing re q u i re m e n t
and/or actual data information the final aid or
assessment may diff e r. )

Cherry Sheet Offset Items - Local aid accounts
which may be spent without appropriation in the
budget, but which must be spent for specific
municipal and regional school district pro g r a m s .
C u r rent offset items include Racial Equality

Grants, School Lunch Grants, and Public Libraries
G r a n t s .

Classification of Real Property - Assessors are
re q u i red to classify all real property according to
use into one of four classes:  Residential, Open
Space, Commercial, and Industrial.  Having classi-
fied its real properties, local officials are permitted
to determine locally, within limitations established
by statute and the Commissioner of Revenue, what
p e rcentage of the tax burden is to be borne by each
class of real property and by personal pro p e r t y
owners (see Classification of the Tax Rate).

Classification of the Tax Rate - In accordance with
Chapter 40, s 56, the selectmen vote to determine
the tax rate options.  Based on the residential fac-
tor adopted (see Residential Factor), any commu-
nity may set as many as three diff e rent tax rates
for:  residential property; open space; and com-
m e rcial, industrial and personal pro p e r t y.

Collective Bargaining - The negotiations between
an employer and union re p resentative re g a rd i n g
wages, hours, and working conditions.

Conservation Fund - This fund may be expended
for lawful conservation purposes as described in
Chapter 40, s 8C.  This fund may also be expended
for damages related to the taking of land by emi-
nent domain provided that such taking has first
been approved by a two-thirds vote of city council
or town meeting.

Consumer Price Index - The statistical measure of
changes in the overall price level of consumer
goods and services based on prices of goods and
services purchased by urban wage earners and cler-
ical workers, including families and single persons.
The index is often called the “cost-of-living index.”

Cost-Benefit Analysis - An analytical approach to
solving problems of choice. First, diff e rent ways to
achieve an objective are identified. Then an alter-
native is chosen to produce the re q u i red benefits at
the lowest cost or greatest benefits for a given cost.

Contingent Debt - Debt which is not in the first
instance payable as a direct obligation of the gov-
ernmental unit, but has been guaranteed by a
pledge of its faith and credit.  (An industrial re v-
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enue bond guaranteed by a municipality would
constitute contingent debt.)

Contingent Liabilities - Items which may become
liabilities as a result of conditions undetermined at
a given date, such as guarantees, pending law
suits, judgments under appeal, unsettled disputed
claims, unfiled purchase orders, and uncompleted
c o n t r a c t s .

Crosswalk - Aclear path linking separate consid-
erations, such as a crosswalk between a line-item
and program budget  For example, all department
a p p ropriations are set up the same way.  However,
because of the programmatic and re p o r t i n g
responsibilities a school department has to the
Department of Education (DOE), a school depart-
ment generally has a very detailed set of line-items
by program.  Expenditures must be tracked for
DOE’s purposes yet easily communicated to the
town accountant.  There f o re, a crosswalk is estab-
lished from the infinitesimal school detail to the
l a rger picture of the town’s appro p r i a t i o n .

Current Yield - The coupon rate or percent of the
annual interest divided by the market price of a
b o n d .

CUSIP - This stands for the Standard Securities
Classification System developed by the Committee
on Uniform Security Identification Pro c e d u res of
the American Bankers Association. CUSIP p ro-
vides a unique number for each new security
i s s u e d .

Debt Authorization - Formal approval to incur
debt by municipal officials, in accordance with
p ro c e d u res stated in Chapter 44, specifically s 1, 2,
3, 4a and 6-15.

Debt Burden - The level of debt of an issuer, usu-
ally as compared to a measure of value (debt as a
p e rcentage of assessed value, debt per capital,
etc.). Sometimes debt burden is used in referring to
debt service costs as a percentage of the annual
b u d g e t .

Debt Exclusion - This is a vote by a municipality
at an election to exclude debt service payments for
a particular capital project from the levy limit.  The
amount necessary to cover the annual debt service

payment is added to the levy limit for the life of
the debt only.  Adebt exclusion may temporarily
i n c rease the levy above the levy ceiling.  Also see
School Building Assistance Pro g r a m .

Debt Limit - The maximum amount of debt which
a municipality may have authorized for qualified
purposes under state and self-imposed ceilings.

Debt Service - The cost (usually stated in annual
terms) of the principal re t i rement and interest of
any particular issue.

Default - F a i l u re to pay principal or interest when
d u e .

Direct Debt - Debt which a municipality has
i n c u r red in its own name, as opposed to overlap-
ping debt.

E ffective Interest Rate - For a municipal borro w e r,
the net cost of borrowing (expressed as an intere s t
rate) after costs associated with a loan is accumu-
lated and added to the nominal interest rate.

Emergency Board - A b o a rd authorized by
Chapter 44 s 8, ss 9 to review and approve emer-
gency loan requests of municipalities.  As used in
this clause, emergency means a sudden, unavoid-
able event(s) which could not reasonably have
been foreseen or anticipated at the time of submis-
sion of the annual budget for appro v a l .

Encumbrance - Obligations in the form of pur-
chase orders, contract, or salary commitments
which are chargeable to an appropriation and for
which a part of the appropriation is re s e r v e d .

Enterprise Funds - An accounting mechanism
which allows a community to demonstrate to the
public the portion of total costs of a service that is
re c o v e red through user charges and the portion
that is subsidized by the tax levy.  With an enter-
prise fund, all costs of service delivery-direct, indi-
rect, and capital costs-are identified.  This allows
the community to recover total service costs
t h rough user fees if it so chooses.  Enterprise
accounting also enables communities to re s e r v e
the “surplus” or retained earnings generated by
the operation of the enterprise rather than closing
it out at year end.  A c c o rding to Chapter 44 s 53F(,
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the services that may be treated as enterprises
include, but are not limited to, water, sewer, hospi-
tal, and airport services.

Equalized Valuations (EQVs) - The determination
of the full and fair cash value of all property in the
Commonwealth which is subject to local taxation.
EQVs have historically been used as variables in
distributing certain state aid accounts, and for
determining county assessments and certain other
costs.  The Commissioner of Revenue, in accor-
dance with Chapter 58 s 10C, is charged with the
responsibility of biannually determining an equal-
ized valuation for each town and city in the
C o m m o n w e a l t h .

Estimated Receipts - Estimates of state and local
miscellaneous receipts based on previous year’ s
receipts deducted by the Assessors from gro s s
amount to be raised by taxation.

Excess And Deficiency - Also called the “surplus
revenue” account, this is the amount by which
cash, accounts receivable and other assets exceed
the liabilities and re s e r v e s .

Excess Levy Capacity - The diff e rence between the
levy limit and the amount of real and personal
p roperty taxes actually levied in a given year.
A n n u a l l y, the board of selectmen or council must
be informed of excess levying capacity and evi-
dence of such acknowledgment must be submitted
to DOR when setting the tax rate.  

Exemptions - Upon approval of an application to
the Board of Assessors, these are full or partial dis-
c h a rges from the obligation to pay a property tax
by statute on particular categories of property or
persons.  Examples include hospitals, schools,
houses of worship, and cultural institutions that
a re of benefit to the community.  In addition,
exemptions may be granted for qualified veterans,
blind individuals, surviving spouses, persons over
70 years of age, and certain financial hard s h i p s .

Expenditure - The spending of money by the
town, or city, for programs within the appro v e d
b u d g e t .

Federal Aid Anticipation Note (FAAN) - A s h o r t -
term loan issued to be paid off at the time of

receipt of a federal grant. FAANs are full faith and
c redit obligations.

Fiduciary Funds - Fiduciary funds account for
assets held by the municipality in a trustee capaci-
ty or as an agent for individuals, private org a n i z a-
tions, other governments, and other funds.  These
include expendable trust, nonexpendable tru s t ,
pension trust, and agency funds.  Nonexpendable
t rust and pension trust funds are accounted for in
essentially the same manner as proprietary funds
since capital maintenance is critical.  Expendable
t rust funds are accounted for in essentially the
same manner as governmental funds.  A g e n c y
funds are custodial in nature (assets equal liabili-
ties) and do not involve measurement of results of
o p e r a t i o n s .

Financial Advisor - An individual or institution
which assists municipalities in the issuance of tax
exempt bonds and notes. This function in
Massachusetts is performed either by the public
Finance Department of a commercial bank or a
non-bank advisor.

Fiscal Year - The Commonwealth, state and
municipalities (as of 1974) operate on a fiscal year
which begins on July 1 and ends on June 30. The
number of the fiscal year is that of the calendar
year in which the fiscal year ends; e.g., the 1997 fis-
cal year, July 1, 1996 to June 30, 1997, usually writ-
ten as FY97. This, however, no longer coincides
with the fiscal year followed by the federal gov-
ernment, for beginning in 1976 the federal fiscal
year was changed to begin on October 1 and end
on September 30.

Fixed Costs - These are costs which are legally or
contractually mandated.  (Examples:  re t i re m e n t ,
FICA/Social Security, insurances, debt service or
i n t e re s t . )

Float - The amount of money making up the dif-
f e rence between the bank balance for a local gov-
ernment’s account and its book balance at the end
of the day. The primary factor creating float is
clearing time on checks and deposits. Delays in
receiving deposit and withdrawal information also
influence float.
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Foundation Budget - The target set for each school
district defining the spending level necessary to
p rovide an adequate education for all students.
The Foundation Budget is comprised of both local
e ffort and state aid.

Free Cash - (Also Budgetary Fund Balance) Funds
remaining from the operations of the previous fis-
cal year which are certified by DOR’s Director of
Accounts as available for appro p r i a t i o n .
Remaining funds include unexpended free cash
f rom the previous year, receipts in excess of esti-
mates shown on the tax recapitulation sheet, and
unspent amounts in budget line-items.  Unpaid
p roperty taxes and certain deficits reduce the
amount of remaining funds which can be certified
as free cash.  The calculation of free cash is made
based on the balance sheet, which is submitted by
the community’s A u d i t o r, Accountant, or
C o m p t ro l l e r. Ty p i c a l l y, a community will attempt
to maintain a free cash balance of between 3 and 5
p e rcent of its total budget as a hedge against
u n f o reseen expenditures, to insure there will be an
adequate reserve to prevent sharp fluctuations in
the tax rate, and to prevent expensive short-term
b o r rowing. (Maintenance of an adequate free cash
level is not a luxury but a necessary component of
sound local fiscal management. Credit rating agen-
cies and other members of the financial communi-
ty expect municipalities to maintain free cash
reserves; judgments re g a rding a community’s fis-
cal stability are made, in part, on the basis of fre e
cash.)  Also see Available Funds.

Full Faith and Credit - Alegal pledge of the gener-
al taxing powers for the payment of governmental
obligations. Bonds carrying such pledges are usu-
ally re f e r red to as general obligation or full faith
and credit bonds.

Fund - an accounting entity with a self balancing
set of accounts which are segregated for the pur-
pose of carrying on specific activities or attaining
certain objectives in accordance with specific re g u-
lations, restrictions or limitations.

Fund Accounting - O rganizing the financial
re c o rds of a municipality into multiple funds.  A
fund is a distinct entity within the municipal gov-

ernment in which financial re s o u rces and activity
(assets, liabilities, fund balances, revenues, and
e x p e n d i t u res) are accounted for independently in
a c c o rdance with specific regulations, restrictions or
limitations.  Examples of funds include the
General Fund and Enterprise Funds.
Communities whose accounting re c o rds are org a-
nized according to the Uniform Municipal
Accounting System use multiple funds.

General Fund - This non-earmarked fund is used
to account for most financial re s o u rces and activity
governed by the normal Town Meeting/City
Council appropriation pro c e s s .

General Obligation Bonds - Bonds issued by a
municipality which are backed by the full faith
and credit of its taxing authority.

Governing Body - The board, committee, commis-
sioners or other legislative body of a governmental
unit including the school committee of a  munici-
p a l i t y.

Indirect Cost - Costs of a service not reflected in
the service’s operating budget.  A determination of
these costs is necessary to analyze the total cost of
service delivery.   (An example of an indirect cost
of providing water service would be health insur-
ance costs for water employees.)

Industrial Revenue Bond - Abond used by a
municipality or development corporation to acquire
an industrial capacity to be leased to a private cor-
poration; these are not general obligation bonds.

Interest - Compensation paid or to be paid for the
use of money, including interest payable at period-
ic intervals or as discount at the time a loan is
m a d e .

Interest Rate - The interest payable, expressed as a
p e rcentage of the principal available for use dur-
ing a specified period of time. It is always
e x p ressed in annual terms.

Investments - Securities and real estate held for
the production of income in the form of intere s t ,
dividends, rentals, or lease payments. The term
does not include fixed assets used in governmental
o p e r a t i o n s .
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Judgment - An amount to be paid or collected by a
governmental unit as a result of a court decision,
including a condemnation award in payment for
private property taken for public use.

Judgment Bonds - Bonds issued to fund judg-
m e n t s .

Land Fund -A fund established in FY86 to which
may be added an annual appropriation earmarked
for the acquisition of land or debt service on desig-
nated land purc h a s e s .

Law Enforcement Trust Fund - Arevolving fund
established to account for a portion of the pro c e e d s
f rom the sale of property seized from illegal dru g -
related activities.  Funds may be expended to
defray certain qualified law enforcement costs as
outlined in Chapter 94C, s 47.  Funds from this
account may be expended by the police chief with-
out further appro p r i a t i o n .

Legal Opinion - An opinion, by an attorney or law
firm that bonds have been legally issued by a pub-
lic body, and that the bonds are exempt from fed-
eral income taxes and some Massachusetts taxes
under existing laws, regulations and ru l i n g s .

Levy Ceiling - The maximum tax assessed on re a l
and personal property may not exceed 2.5 perc e n t
of the total full and fair cash value of all taxable
p roperty (Chapter 59 s 21C).  Property taxes levied
may exceed this limit only if the community pass-
es a capital outlay expenditure exclusion, a debt
exclusion, or a special exclusion.

Levy Limit - The maximum amount a community
can levy in a given year.  The limit can grow each
year by 2.5 percent of the prior year’s levy limit
(Chapter 59  s 21C (f,g,..k)) plus new growth and
any overrides.  The levy limit can exceed the levy
ceiling only if the community passes a capital
e x p e n d i t u re exclusion, debt exclusion, or special
e x c l u s i o n .

Line-Item Budget - Abudget which focuses on
inputs of categories of spending, such as supplies,
equipment, maintenance, or salaries, as opposed to
a program budget.

Local Aid - Revenue allocated by the

Commonwealth to towns, cities and re g i o n a l
school districts.  Estimates of local aid are trans-
mitted to towns, cities and districts annually by
the “Cherry Sheet.”  Most of the Cherry Sheet aid
p rograms are considered revenues of the munici-
pality’s or regional school district’s general fund
and may be spent for any purpose, subject to
a p p ro p r i a t i o n .

Local Appropriating Authority - In a town, the
town meeting, which has the power to levy dire c t-
ly a property tax.  In a city, the city council has the
p o w e r.

Local Receipts - Locally generated revenues other
than real and personal property taxes and exclud-
ing enterprise fund revenues.  Examples include
motor vehicle excise, investment income,
hotel/motel tax, fees, rentals, and charges.  A n n u a l
estimates of local receipts are shown on the tax
rate recapitulation sheet.

Lock Box - an effective case management system
that reduces the float:  payments are mailed to a
post office box.  The bank collects and pro c e s s e s
these checks several times a day.

Maturity - The date upon which the principal of a
bond becomes due and payable.

Massachusetts Municipal Depository Trust -
Founded in 1977, it is an investment program in
which municipalities may pool excess cash. It is
under the supervision of the State Tre a s u re r.

Minimum Required Local Contribution - T h e
minimum that a town or city must appro p r i a t e
f rom property taxes and other local revenues for
the support of schools.

M o o d y ’s Investment Services, Inc. - One of the
leading municipal bond rating agencies.

Municipal(s) - (As used in the bond trade)
“Municipal” refers to any governmental unit
below or subordinate to the state. “Municipals”
(i.e., municipal bonds) include not only the bonds
of all local subdivisions such as towns, cities,
school districts, special districts, but also bonds of
states and agencies of the state.

Municipal Revenue Growth Factor - An estimate
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of the percentage change in a municipality’s re v-
enue growth for a fiscal year.  It re p resents the
combined percentage increase in the following re v-
enue components:  automatic 2 percent increase in
the levy limit, estimated new growth, the change
in selected unrestricted state aid categories, and
the change in selected unrestricted local re c e i p t s .

M . G . L (or M.G.L.A.) - Massachusetts General
Laws, A n n o t a t e d

Municipal Finance Oversight Board - A b o a rd
authorized by M.G.L. to review and appro v e
applications by municipalities to exceed their
statutory debt limit, define the term of borro w i n g
for certain purposes, and designate issues of
“Qualified Bonds” under Chapter 44a.

Net School Spending (NSS) - Includes both
school budget and municipal budget amounts
attributable to education, excluding long-term debt
service, student transportation, school lunches and
certain other specified school expenditures.  A
community’s NSS funding must equal or exceed
the NSS Requirement established annually by
Department of Education.

New Growth - The taxing capacity added by new
c o n s t ruction and other increases in the pro p e r t y
tax base.  New growth is calculated by multiplying
the value associated with new construction by the
tax rate of the previous fiscal year.  For example,
FY97 new growth is determined by multiplying
the value of new construction in calendar 1995 (as
valued on January 1, 1996) by the FY96 tax rate.
Originating in FY92, all increases in value that are
not the result of revaluation or appreciation now
qualify for inclusion in new growth figure s .

Nominal Interest Cost (NIC) - The computed cost
of a bond issue, used to compare competitive bids.
The bidder with the lowest net interest cost is
a w a rded the bond issue.

Nominal Interest Rate - The contractual intere s t
rate shown on the face and in the body of the
bond or on coupons attached to the bond.

Note - A short-term loan, typically of a year or less
in maturity.

Notice of Sale - A detailed statement which is
published to advertise the sale of municipal bonds
by competitive bid.

Objective - P recise statement of expected output.

Objects of Expenditures - A classification of
e x p e n d i t u res that is used for coding any depart-
ment disbursement, such as “personal services”,
“expenses”, or “capital outlay”.

O fficial Statement - Adocument containing infor-
mation about a prospective bond issue or a note
issue which contains information about the issue
and the issuer, and is intended for the potential
i n v e s t o r. The Official Statement is sometimes pub-
lished with the Notice of Sale. It is sometimes
called an Offering Circular or Pro s p e c t u s .

O ffset Receipts - Includes certain education pro-
grams and  the aid to public libraries pro g r a m
which are designated on the Cherry Sheet as off s e t
items. These amounts can be spent without appro-
priation but must be spent only for these specific
p ro g r a m s .

Operating Budget - The plan of proposed expen-
d i t u res for personnel, supplies, and other expenses
for the coming fiscal year.

Other Amounts to be Raised - The amounts
raised through taxation, but which are not appro-
priations items.  Generally, these are locally gener-
ated expenditures (e.g., overlay, teacher pay defer-
ral, deficits) as well as state, county and other spe-
cial district charges.  Because these must be funded
in the annual budget, special consideration should
be given to them when finalizing the budget re c-
ommendations to Town Meeting.  (See Ta x
R e c a p i t u l a t i o n . )

Overlapping Debt - The share of regional school
district and/or other regional agency debt which is
allocable to and payable by a municipality as part
of the fees or assessment from the regional entity.

Overlay - (Overlay Reserve or Reserve for
Abatements and Exemptions) An account estab-
lished annually to fund anticipated property tax
abatements and exemptions in that year.  The
overlay reserve is not established by the normal
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a p p ropriation process, but rather is raised on the
tax rate recapitulation sheet.

Overlay Deficit - A deficit that occurs when the
amount of overlay raised in a given year is insuff i-
cient to cover abatements and statutory exemp-
tions for that year.  Overlay deficits must be pro-
vided for in the next fiscal year.

Overlay Surplus - Any balance in the overlay
account of a given year in excess of the amount
remaining to be collected or abated can be trans-
f e r red into this account (See Overlay).  Within ten
days of a written request by the chief executive
o fficer of a town or city, the assessors must pro v i d e
a certification of the excess amount of overlay
available to transfer.  Overlay surplus may be
a p p ropriated for any lawful purpose.  At the end
of each fiscal year, unused overlay surplus is
“closed” to surplus revenue; i.e., it becomes a part
of free cash.

Override - Avote by a community at an election to
permanently increase the levy limit.  An override
vote may increase the levy limit to no higher than
the levy ceiling.  The override question on the elec-
tion ballot must state a purpose for the override
and the dollar amount.  (See Underride.)

Override Capacity - The diff e rence between a
community’s levy ceiling and its levy limit.  It is
the maximum amount by which a community
may override its levy limit.

Par Value - The face amount of a bond, e.g., $
1,000 or $5,000.

Parking Meter Receipts Reserved for
Appropriation - This fund allows a community to
c h a rge for parking and to reserve these pro c e e d s
in a separate account.  In accordance with Chapter
40 s 22A, the proceeds may be used to offset cer-
tain expenses for the acquisition, installation,
maintenance and operation of parking meters and
the regulation of parking and other traffic activi-
t i e s .

Paying Agent - A bank or other institution which
acts as the agent for a municipality in making
bond interest and principal payments.

Performance Budget - Abudget which stre s s e s
output both in terms of economy and eff i c i e n c y.

Personnel Services - The cost of salaries, wages
and related employment benefits.

Premium - The amount by which the price exceeds
the principal amount of a bond or par value.

Price Index - Astatistical measure of change in
overall prices. There are diff e rent indices, but they
all compare the change in cost of a certain “bundle”
of goods and services over a given period of time.

Principal - The face amount of a bond, exclusive of
a c c rued intere s t .

Productivity - The ratio of outputs to inputs, or
the amount of output per unit of input. Unit A i s
m o re productive than unit B if (1) it uses less
re s o u rces but has the same output, or (2) it uses
the same re s o u rces and has a greater output.

Program -Acombination of activities to accom-
plish an end.

Program Budget - A budget which relates expen-
d i t u res to the programs they fund. The emphasis
of a program budget is on output.

Property Tax Levy - The amount a community can
raise through the property tax.  The levy can be
any amount up to the levy limit plus exclusions.

Purchased Services - The cost of services that are
p rovided by a vendor.

Ratings - Designations used by credit rating ser-
vices to give relative indications of quality.
Moody’s ratings range from the highest Aaa down
t h rough Aa, A- 1, A, Baa- 1, Baa, Ba, B, Caa, Ca, C.
S t a n d a rd & Poor’s ratings include: AAA, AA, A ,
BBB, BB, B, CCC, CC, C, DDD, DD, and D.

Refunding - System by which an issue is
redeemed by a new bond issue under conditions
generally more favorable to the issuer.

Registered Bond - A bond whose owner is re g i s-
t e red with the issuer or its agents, either as to both
principal and interest or principal only.

Repurchase Agreement (Repo) - An agre e m e n t
w h e reby a local government transfers cash to a
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financial institution, and the financial institution
transfers securities to the local government and
p romises to repay the cash plus interest in
exchange for the same securities within a given
number of days.

Reserve for Abatements and Exemptions - S e e
O v e r l a y.

Reserve Fund - An amount set aside annually
within the budget of a  town (not to exceed 5 per-
cent of the tax levy for the preceding year) or city
(not to exceed 3 percent of the tax levy for the pre-
ceding year) to provide a funding source for extra-
o rdinary and unforeseen expenditures. In a town,
the Finance Committee can authorize transfers
f rom this fund for “extraordinary and unfore s e e n ”
e x p e n d i t u res.  Other uses of the fund re q u i re bud-
getary transfers by Town Meeting.  In a city, trans-
fers from this fund may be voted by the City
Council upon recommendation of the Mayor.

Residential Factor - Adopted by a community
a n n u a l l y, this governs the percentage of the tax
levy to be paid by property owners.  If local off i-
cials choose a low residential factor, (for example
the statutory minimum set by the Commissioner
of Revenue) residential property owners will pay a
p roportionately lower share of the total levy (split
or multi-tax rate).  Aresidential factor of “1” will
result in the taxation of all property at the same
rate (single tax rate).

Retained Earnings - An equity account re f l e c t i n g
the accumulated earnings of an enterprise fund
which may be used to fund capital impro v e m e n t s ,
to reimburse the general fund for prior year subsi-
dies, to reduce user charges and for enterprise re v-
enue deficits (operating loss).

Revaluation (or recertification of property 
values) - The Assessors of each community are
responsible to develop a reasonable and re a l i s t i c
p rogram to achieve a fair cash valuation of pro p e r-
ty in accordance with constitutional and statutory
re q u i rements.  The nature and extent of that pro-
gram will depend on the Assessors’ analysis and
consideration of many factors, including, but not
limited to, the status of the existing valuation sys-
tem, the results of an in-depth sales ratio study, the

location and style of properties, and the accuracy
of existing property re c o rd information.  Every
t h ree years, Assessors must submit property val-
ues to the state Department of Revenue for certifi-
cation.  Assessors must also maintain these values
in the years between certifications.  This is done so
that each property taxpayer in the community
pays his or her share of the cost of local govern-
ment - no more or less - in proportion to the
amount of money the property is worth.

Revenue Anticipation Borrowing - Cities, towns
and districts may issue temporary notes in antici-
pation of taxes (TANs) or other revenue (RANs).
The amount of this type of borrowing is limited to
the total of the prior year’s tax levy, the net
amount collected in motor vehicle and trailer
excise in the prior year and payments made by the
Commonwealth in lieu of taxes in the prior year.
A c c o rding to c 44 s 4, towns, cities and districts
may borrow for up to one year in anticipation of
such re v e n u e .

Revenue Anticipation Note (RAN) - A s h o r t - t e r m
loan issued to be paid off by revenues, such as tax
collections and state aid.  RANs are full faith and
c redit obligations.

Revenue Bond - Abond payable from and
s e c u red solely by specific revenues and there b y
not full faith and credit obligations.

Revolving Fund - Allows a community to raise
revenues from a specific service and use those re v-
enues to support the service without appro p r i a-
tion.  For departmental revolving funds, c 44 s
53E( stipulates that each fund must be re a u t h o-
rized each year at annual town meeting or by city
council action, and that a limit on the total amount
which may be spent from each fund must be
established at that time.  The aggregate of all
revolving funds may not exceed ten percent of the
amount raised by taxation by the town or city in
the most recent fiscal year, and no more than one
p e rcent of the amount raised by taxation may be
a d m i n i s t e red by a single department or board.  No
revolving fund expenditures shall be made for the
purpose of paying any wages or salaries for full-
time employees.  Revolving funds for other pro-
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grams as provided by statue are still allowed, and
a departmental revolving fund may be implement-
ed in addition to or in conjunction with other
existing statutory revolving funds, provided that
the departmental revolving fund does not conflict
with provisions of other revolving funds.

Sale of Cemetery Lots Fund - This fund is estab-
lished to account for proceeds of the sale of ceme-
tery lots.  The proceeds must be used to offset cer-
tain expenses of the Cemetery Department under
p rovisions of Chapter 114  s 43C.

Sale of Real Estate Fund - This fund is established
to account for the proceeds of the sale of municipal
real estate other than proceeds acquired thro u g h
tax title fore c l o s u re.  c 44 s 63 states that such pro-
ceeds shall be applied first to the re t i rement of
debt on the property sold.  In the absence of such
debt, funds may generally be used for purposes
for which the town or city is authorized to borro w
for a period of five years or more .

Scale - The underwriter’s re - o ffering prices
e x p ressed in yields for each maturity of a serial
i s s u e .

School Building Assistance Program - E s t a b l i s h e d
in 1948 and frequently revised by statutory
amendments, this program of the Commonwealth
p rovides grants for local and regional school con-
s t ruction projects.  The SBA p rogram is adminis-
t e red by the School Building Assistance A u t h o r i t y.
If a community votes a debt exclusion to fund a
school construction project, the amount of SBA
funds received annually towards any school con-
s t ruction debt must be deducted before determin-
ing the net school debt exclusion.

Security - For Massachusetts municipalities, bonds
or notes evidencing a legal debt on the part of the
i s s u e r.

Serial Bond - A bond of an issue which has matu-
rities scheduled annually over a period of years.

Sinking Fund - Amounts re q u i red to be set aside
to either purchase bonds in the open market or call
bonds so that term bonds will be re t i red at maturi-
t y.  These are no longer legal  in Massachusetts.

Special Assessment Bonds - These bonds are

payable from the proceeds of special assessments.
If, in addition to the assessments, the full faith and
c redit of the governmental unit are pledged, they
a re known as “general obligation special assess-
ment bonds.”

Special Assessments - See Betterments.

Special Exclusion - For a few limited capital pur-
poses, a community may assess taxes above the
amount of its levy limit or levy ceiling without
voter approval.  Otherwise, special debt and capi-
tal outlay exclusions are like voter approved exclu-
sions.  Pre s e n t l y, there are two special exclusion
exclusions:  1) water and sewer project debt ser-
vice costs which reduce the water and sewer rates
by the same amount; and 2) a program to assist
homeowners to repair or replace faulty septic sys-
tems, removal of underg round fuel storage tanks,
or removal of dangerous levels of lead paint to
meet public health and safety code re q u i re m e n t s .
In the second special exclusion, homeowners
repay the municipality for the cost plus intere s t
added apportioned over a period of time not to
exceed 20 years similar to betterments.

Spread - The diff e rence between the average re -
o ffering price and the bid price on a bond issue.
The amount of spread is determined by a combi-
nation of market risk, expenses and estimated sell-
ing compensation re q u i red. It is the gross profit to
the underwriters.

Stabilization Fund - An account from which
amounts may be appropriated for any lawful pur-
pose. Prior to FY92, use of the Stabilization Fund
was restricted to purposes for which towns and
cities could legally borro w.  Revisions to Chapter
40 s 5B removed this restriction and amounts fro m
the Stabilization Fund can now be appro p r i a t e d
for any legal purpose.  Towns may appro p r i a t e
into this fund in any year an amount not to exceed
ten percent of the prior year’s tax levy or a larg e r
amount with the approval of the Emerg e n c y
Finance Board.  The aggregate of the Stabilization
Fund shall not exceed ten percent of the town’s
equalized value, and any interest shall be added to
and become a part of the fund. A t w o - t h i rds vote
of town meeting or city council is re q u i red to
a p p ropriate money from the Stabilization Fund.
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Standard & Poor’s Corporation - One of the lead-
ing municipal bond rating agencies.

State Aid Anticipation Note (SAAN) - A s h o r t -
term loan issued in anticipation of a state grant or
a i d .

State House Notes - Notes for towns, cities, coun-
ties and districts certified by the Director of
Accounts.  State House notes are generally less
costly and easier to issue than conventional issues
for borrowings.  There f o re, these notes are more
commonly used for temporary loans and smaller
long-term issues.

Surplus Revenue - The amount by which cash,
accounts receivable and other floating assets
exceed the liabilities and re s e r v e s .

Syndicate - A g roup formed by one or more firms
for the purpose of purchasing all or part of a new
issue of municipal securities from an issuer, and
making a sale thereof. See Underwriter.

Tailings - This fund is reserved for unclaimed
checks written on city or town accounts.  The pro-
c e d u res for retaining money from unclaimed
checks are outlined in Chapter 200A, s 9A.
Written notice must be filed with the clerk if these
p ro c e d u res are to be followed.

Tax Rate - The amount of tax stated in terms of a
unit of the tax base; for example, $14.80 per $1,000
of assessed valuation of taxable pro p e r t y.

Tax Rate Recapitulation Sheet (also Recap Sheet) -
A document submitted by a town or city to the
Department of Revenue in order to set a pro p e r t y
tax rate.  The recap sheet shows all estimated re v-
enues and actual appropriations which affect the
p roperty tax rate.  (In order to issue the first-half
semiannual property tax bills before October 1st,
the recap sheet should be submitted to the
Department of Revenue in September, or, in
December in order to issue the third quarterly
p roperty tax bills before January 1st.)

Tax Title - Collection pro c e d u re which secures a
lien on real property and protects the municipali-
ty’s right to payment of overdue property taxes.
( Without following this pro c e d u re, the lien on re a l

p roperty expires if three years elapse from the
October first following the assessment date, and
the property is transferred.  If amounts re m a i n
outstanding on the property after issuing a
demand for overdue property taxes and after pub-
lishing a notice of tax taking, the collector may
take the property for the city or town.  After pro p-
erly re c o rding the instrument of taking, the collec-
tor transfers responsibility for collecting the over-
due amounts to the tre a s u re r.) 

Term Bond - Bonds the entire principal of which
m a t u res on one date. Massachusetts municipal
general obligation bonds are re q u i red by law to be
re t i red on a serial basis.

Trust Fund - In general, a fund held for the specif-
ic purpose stipulated by a trust agreement.  The
t re a s u rer acts as custodian of trust funds and
invests and expends such funds as stipulated by
t rust agreements or as directed by the commission-
ers of trust funds or by town meeting.  Both princi-
pal and interest may be used if the trust is estab-
lished as an expendable trust.  For non-expendable
t rust funds, interest but not principal may be
expended as dire c t e d .

Uncollected Funds - Recently deposited checks
included in an account’s balance but drawn on
other banks and not yet credited by the Federal
Reserve Bank or local clearinghouse to the bank
cashing the checks.  (These funds may not be
loaned or used as part of the bank’s reserves and
they are not available for disbursement.)

Underride - A vote by a community to permanent-
ly decrease the tax levy limit.  As such, it is the
exact opposite of Override.

Underwriter - For municipal debt issues, a com-
m e rcial bank or securities dealer which purc h a s e s
all or part of a new issue in order to sell the securi-
ties to investors.  A g roup of underwriters is called
a syndicate.

Unfunded Pension Liability - Unfunded pension
liability is the diff e rence between the value
assigned to the re t i rement benefits already deemed
by a town’s employees and the assets the town’s
re t i rement system will have on hand to meet these
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obligations.  The dollar value of the unfunded
pension liability is driven by assumptions about
i n t e rest rates at which a re t i rement system’s assets
will grow and the rate of future costs of living
i n c reases to pensioners.

Uniform Municipal Accounting System (UMAS) -
A c o m p rehensive and practical municipal account-
ing system that conforms to Generally A c c e p t e d
Accounting Principles (GAAP) for local govern-
ments. UMAS is re g a rded by the Department of
Revenue as the professional standard for modern
municipal accounting in Massachusetts.  (Among
the benefits of conversion to UMAS are incre a s e d
consistency in reporting and re c o rd keeping and
enhanced comparability of data among cities and
t o w n s . )

Unreserved Fund Balance - Also re f e r red to some-
times as the “surplus revenue account”, this is the
amount by which cash, accounts receivable, and
other assets exceed liabilities and re s t r i c t e d
reserves.  It is akin to “stockholders’ equity”
account on a cooperate balance sheet.  It is not,
h o w e v e r, available for appropriation in full
because a portion of the “assets listed as “accounts
receivable” may be taxes receivable and uncollect-
ed.  (See Free Cash).

Valuation (100%) - R e q u i rement that the assessed
valuation must be the same as the market value for
all properties; 100 percent valuation may off e r
g reater equity in the redistribution of state aid to
cities and towns based upon local real estate values.

Warrant - A list of items to be acted on by To w n
Meeting.  (A t reasury warrant and the assessors’
warrant authorize the tre a s u rer to pay specific bills
and the tax collector to collect taxes in the amount
and from the persons listed, re s p e c t i v e l y. )

Water Surplus - For water departments operating
under Chapter 41 s 69B, any revenues in excess of
estimated water receipts or unspent water appro-
priations close to a water surplus account.  Wa t e r
surplus may be appropriated to fund water- re l a t e d
general and capital expenses or to reduce water
r a t e s .

Waterways Improvement Fund - An account into
which 50 percent of the proceeds of the boat excise

a re deposited.  Use of these proceeds is limited to
certain waterway expenses as outlined in Chapter
40  s 5G.

Wire Transfer - A method of moving funds fro m
one bank to another through the use of the bank
w i re system or Federal Reserve System, so that
funds are in transit for a minimum period of time.

Yield - The net annual percentage of income
derived from an investment. The yield of a bond
reflects interest rate, length of time to maturity and
w r i t e - o ff of premium or accrual of discount. (Also
re f e r red to as “yield to maturity”.)

This appendix was prepared by Donald Levitan and
Meilida J. Ordway (representing her opinions and not
necessarily those of the Department of Revenue).
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The following is off e red as a selected compilation
of issues that a Finance Committee might addre s s
in its budget deliberations.  Each Finance
Committee is urged to use this list as a starting
point and to develop a list that fits its town.

The proposed budget, as well as other town finan-
cial considerations, are pre p a red and presented in
a manner that permits comprehension by the vot-
e r s .

The proposed and approved budget is placed in
the Library as well as in Town Hall, allowing easy
voter access.

T h e re is an established budgetary process and cal-
e n d a r.  All units of town government follow an
identical process and timetable.

All units of town government receive the same
budget request package.

Financial reports are pre p a red on a regular calen-
dar basis; monthly is desired but at a minimum on
a quarterly basis.

T h e re exists established financial policies re g a rd i n g :

• free cash

• reserve funds

• stabilization fund (if one exists)

• cash management

• debt management

• investment management

• banking re l a t i o n s ,

• etc., etc.

An accounting chart of accounts for expenditure
items exists.

The budget is considered and approved on a pro-
gram/departmental basis.

Departmental budgets are on the mark, re l a t i v e l y
speaking, in that they run on a constant basis nei-
ther a “surplus” nor a “deficit”.

All town fees and charges are realistic and “fair”,
cover the cost of delivering the service, and are
listed in the budget re q u e s t .

R e c o rds are maintained that allow comparison of
actual costs to budgeted (projected) costs.  These
re c o rds allow for the analysis both as to unit costs
as well as performance.

All financial documentation graphics and charts
a re summarized narratively.

A multi-year re v e n u e - e x p e n d i t u re forecast exists
and is updated yearly.

A cash management program exists and is re g u l a r-
ly updated during the year.

In all financial documentation there is a consistency
in choice,  base, and use of statistics and graphics.

The property tax collection rate is higher than 95%.

The town receives its “fair share” of federal and
state aid grants as compared to similar towns in
the general are a .

Town funds available for investment are invested
at the highest rate consistent with liquidity and
s a f e t y.

T h e re is an existing inventory of fixed assets by
location, age, condition, and cost of maintenance
that is regularly updated.

Afive year Capital Improvement Program exists
that follows the criteria of the Government Finance
O fficers A s s o c i a t i o n .

The specifications for major purchases are
reviewed by experts.

All programs should be examined on a re g u l a r
basis as to their continued need and service level.

All programs should be examined on a re g u l a r
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basis to ascertain if there is another way of deliver-
ing the service.  The costs as well.

P roposed budgetary increases and decreases are to
be analyzed by service implication(s) rather than
as objects of expenditure .

What would happen to a departmental budget if
the budget were re d u c e d :

• 5%?, or

• 1 0 % ?

What are the criteria, and the basis for choice, to
evaluate pro g r a m s ?

How many people benefit from a program?  Can
they be “categorized”?

How much do other towns in the general are a
spend on similar pro g r a m s ?

The accounting system is either conforming to
UMAS or is moving towards UMAS.

An annual audit is pre p a red, and items identified
in the management letter are followed up.

T h e re exist a job classification, salary, and benefit
plans that are comprehensive and competitive as
well as a multi-year personnel census.

P u rchasing is closely coordinated, centralized, or per-
formed in concert with other governmental entities.

F ree Cash should be maintained at no less than 5%
of the general fund operating re v e n u e s .

This appendix was pre p a red by Donald Levitan
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Committee Library
It is impossible for a professional in any endeavor
to conduct business withour access to appro p r i a t e
data and re f e rence material. Finance committees
should develop their own libraries of town data
and be aware of local and national re s o u rces for
information and assistance.

Below is a suggested list of materials for the
library of each town finance committee. Material
p roduced by the Department of Revenue may be
obtained from them. Committees may obtrain
most other material from town offices, the
Massachusetts Municipal Association (MMA), or
f rom a given town’s public library. Some publica-
tions must be purchased through your local book-
s h o p .

Town Documents and Information

•annual municipal audit (for last five years)

• bond prospectus

• Capital Improvement Program and capital
budget

• cash flow analysis

• Cherry Sheet (for the last five years)

• finance committee report (for the last five
years)

• Free Cash certification (for the last five
years)

• investment policies and analysis

• property classification report

• annual report (for the last five years)

• bylaws

• town charter

• manual on town meeting, etc.

• operating and capital budgets (for the last

five years), and budget forms, calendar, and
instructions

• tax recapitulation data (for the last five
years)

• Schedule A (for the last five years)

(In addition, comparable information from a town of
similar socio-economic and financial characteristics may
be useful.)

Materials Available from DOR

A s s e s s o r’s Manual

Audit Primer and Audit Pro c u rement Guide

C A M A Decision Kit (revaluation package)

Cherry Sheet Manual, forms and re p o r t s

City & To w n

Costing Municipal Services

Developing a Capital Improvements Pro g r a m

Everything You Always Wanted to Know
About Levy Limits But We re Afraid to A s k

A Guide to Financial Management for To w n
O ff i c i a l s

Informational Guideline Releases and Index

In Our Opinion

Laws Relating to Municipal Finance and
Taxation, Municipal Bulletin 34

Manual for a Collector of Ta x e s

Manual for a Tre a s u re r

Municipal Calendar and Fiscal Calendar
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R e v e n u e / E x p e n d i t u re Forecasting Software

Other Documents and Publications

B re s l e r, Citizens Primer on Town Meeting,
Commonwealth of Massachusetts

Levitan, Your Massachusetts Government

The Finance Committee Handbook, AT F C

Municipal Financial Data, Massachusetts Ta x p a y e r s
F o u n d a t i o n

An Issuer’s Guide to the Rating Process, Moody’s

Municipal Finance Criteria, Standard & Poor’ s

Handbook for Massachusetts Selectmen, 3rd Edition,
M M A

State Constitution

Town Meeting Time, A Handbook of Parliamentary
Law, 3rd Edition, Massachusetts Moderators’
A s s o c i a t i o n

Town and Committee Handbooks

Many towns in the Commonwealth have pro-
duced materials that may be of interest to other
communities. The Brookline Advisory Committee
has produced an “Advisory Committee
Handbook” consisitng of the following sections:

• The town of Brookline’s budget cycle;

• The Brookline Advisory Committee;

• Procedural guidelines and budget re p o r t
forms for departmental budget;

• evaluation; and

• re f e rence material.

The town of Concord has pre p a red a committee
handbook that is distributed to every town com-
mittee and board memeber, whether elected or
appointed. The handbook included relevant state

laws and town bylaws, policies and pro c e d u re s
related to town committee/board opeations.

The handbook consists of the following sections:

• legal basis of town government/town char-
t e r ;

• legal issues;

• committee/board pro c e d u re s ;

• miscellaneous items;

• individual committee/board descriptions;
a n d ;

• appendix, which includes a description of
various laws.

A note on the front page of this handbook indi-
cates that the appendix includes brief summaries
of the conflict of interest law, open meeting law,
and the town re c o rds management bylaw. This
note also reminds committee members that: “All
committee members are re q u i red to read these
laws in their entire t y.” Copies of these laws can be
read at the town manager’s office or at the public
l i b r a r i e s .

The Massachusetts Department of
Revenue and the Division of Local
S e r v i c e s

The state Department of Revneue (DOR), Divisoin
of Local Services (DLS) provides technical assis-
tance to municipal officials on a braod range of
topics concerning local finance and taxation. DLS
also exercises supervisory and re g u l a roty func-
tions under various statuatory pro v i s i o n s .
Assistance is provided through their four bure a u s .

Bureau of Accounts – certifies tax rates for the
towns and cities and is responsible under
P roposition 2 1/2 for assuring compliance with
p roperty tax levy limits. This brueau alsomonitors,
supervises and assists municipalities, counties and
special districts in ensuring that their financial
management and accounting practices comply
with state statutes.
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Bureau of Local Assessment – supervises pro p e r t y
valuation and assessment as well as oversees the
implementation of the Classificiation A m e n d m e n t .

Municipal Data Management and Technical
Assistance Bureau – is responsible for the distribu-
t i o ntion of local aid, operation of the Municipal
Data Bank, and coordination of technical assis-
t a n c e .

P roperty Tax Bureau — is responsible for the inter-
p retation of laws and statutes on municipal
finance and taxation.

In addition, DLS publishes timely and useful pub-
lications dealing with the management of local
government and provides information through the
Internet at www..mass.gov/dls. These home pages
o ffer local officials the opportunity to view or
download various DLS publications and informa-
t i o n .

Besides having its main office in Boston, DLS  also
maintains two field offices in Wo rcester and
Springfield: 

40 Southbridge Stre e t
Room 210
Wo rc e s t e r, MA 0 1 6 0 8
Tel: 508-792-7300
Fax: 508-792-7306

436 Dwight Street
Room 41
Springfield, MA 01103
Tel: 413-784-1000
Fax: 413-784-1034

100 Cambridge Street
P.O. Box 9569
Boston, MA 02114
Tel: 617-626-2300
Fax: 617-626-2330

The Massachusetts Municipal Directory

The Massachusetts Municipal Association (MMA),
of which the Massachusetts Association of To w n
Finance Committee is a constituent agency, annu-

ally provides each town and usually each select-
man with The Massachusetts Municipal Dire c t o r y.
This directory provides a listing of municipal off i-
cials, including addresses, Web site addre s s e s , t e l e-
phone and fax numbers. The directory encompass-
e s :

• town and city governments;
• county governments;
• regional planning councils;
• selected state government off i c e r s ;
• selected federal government off i c e s ;
• Massachusetts professional org a n i z a t i o n s ;
• national professional org a n i z a t i o n s ;
• state legislators by community; and
• state and federal holidays.

National Professional Organizations
The following is a partial listing of those national
p rofessional organizations that direct themselves
to local government issues: 

American Association of School Administrators
1801 N. Moore St. Alexandria, VA 22209 (703) 528-
0 7 0 0

American Public Works Association
1313 E. 60th St. 
Chicago, IL 6037 
(312) 667-2200

American Society for Public Administration
1120 G St. NW 
Washington, DC 20005 
(202) 393-7878

Government Finance Officers Association
180 Michigan Ave., Suite 800 
Chicago, IL 60601 
(312) 977-9700

Institute of Public Administration
55 W. 44 St. 
New York, NY 10036 
(212) 730-5480

International Association of Assessing Off i c e r s
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1313 E. 60th St. 
Chicago, IL 60637 
(312) 947-2069

International City Management Association
1120 G St. NW 
Washington, DC 20005 
(202) 626-4600

International Personnel Management
Association 1617 Duke Street 
Alexandria, VA22314 
(703) 549-7100

L a b o r-Management Relations
Service 1620 Eye Street NW, 4th Floor 
Washington, DC 20006 
(202) 293-7330

The Municipal Tr e a s u r e r s ’ Association for the
United States and Canada 
1229 Nineteenth St. NW 
Washington, DC 20036 
(202) 833-1017; Fax: (202) 833-0375

National Association of Towns and To w n s h i p s
1522 K St. NW, Suite 730 
Washington, DC 20005 
(202) 737-5200

National League of Cities 
1301 Pennsylvania Ave. NW 
Washington, DC 20004 
(202) 626-3000

National School Boards Association
1680 Duke St. 
Alexandria, VA22302 
(703) 838-6722
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H i s t o r y
The Association of Town Finance Committees
( ATFC) was founded in 1934 by Danforth W.
Comins, of Brookline, who served as its executive
s e c retary from 1944 to 1959.  Stuard DeBard, of
Hingham, served in that role from 1960 to 1994.
Since 1994, the Massachusetts Municipal
Association (MMA) has provided administrative
support to the ATFC.  

Today the ATFC includes 281 towns out of the
Commonwealth’s 351 municipalities as its mem-
bers in good standing.  The ultimate goal of the
association is to have all eligible Massachusetts
town finance committees as ATFC members.

P u r p o s e
The purpose of the ATFC is to assist all finance
committees in their duties.  To that end, the associ-
ation engages in the education and training of its
members, publishes and distributes materials’
including this handbook, and holds meetings and
workshops for its members.  Since 1994, the AT F C
has had a “Town Finance Committee” confere n c e
within the computer bulletin board system of the
MMA, Mass Local Net.  Any finance committee
member with a computer and modem can access
this system, which has numerous other confer-
ences of interest to finance committees.  AT F C
Newsletters, workshop and meeting dates and
information from the Department of Revenue such
as Cherry Sheets are posted on Mass Local Net and
available for immediate access by members.

The association attempts to promote the common
good and general welfare by taking positions,
alone or in conjunction with other org a n i z a t i o n s ,
on state and federal legislation relating to munici-
pal finances.  The association strives to be non-par-
tisan in its attitudes and pro c e d u res and does not
discriminate with re g a rd to race, color, gender,
c reed, national origin, disability, nor age.

Governing Board
The Governing Board is made up of twelve mem-
bers elected from among the ATFC membership:
four officers, five directors, and three past pre s i-
dents. The officers of the association are:  a pre s i-
dent, a first vice president,  a second vice pre s i d e n t
and a tre a s u re r.  Both the president and first vice
p resident serve as full members of the MMA’ s
B o a rd of Dire c t o r s .

Many individuals have served on the AT F C
Governing Board for several years, moving up
f rom the position of director to president, and then
continuing on as past president.  These dedicated
members deserve much of the credit for what the
o rganization is today.  A list of the most re c e n t
p residents are listed in the table on the next page.

The Board usually meets 7 times a year in diff e re n t
locations to accommodate the geographic diversity
of its members.  The annual meeting is held in the
fall of each year in a location convenient to all the
m e m b e r s .

The association is governed by its bylaws, which
can be amended by a two-thirds vote of members
p resent at the annual meeting.
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PAST PRESIDENTS OF THE

A S S O C I ATION OF TOWN FINANCE COMMITTEES

1 9 7 7 James F. Morrissey L e n o x

1 9 7 8 John J. Curtin We l l e s l e y

1 9 7 9 Jay R. Gord o n F r a m i n g h a m

1 9 8 0 David M. Benjamin S t o u g h t o n

1 9 8 1 Jean E. Hines S c i t u a t e

1 9 8 2 Kenniston Ti d d G e o rg e t o w n

1 9 8 3 Sheldon J. Thayer H a r w i c h p o r t

1 9 8 4 Lewis C. Restuccia N a h a n t

1 9 8 5 Robert L. A s h t o n Ly n n f i e l d

1 9 8 6 Patricia N. Leiby B e d f o rd

1 9 8 7 Michael D. A l t f i l l i s c h C a n t o n

1 9 8 8 E d w a rd H. Dlott N a t i c k

1 9 8 9 Samuel D. Stre i ff R o w l e y

1 9 9 0 Philip Bucheck Ly n n f i e l d

1 9 9 1 John E. Bre n n a n C a n t o n

1 9 9 2 Michael J. O’Sullivan L e x i n g t o n

1 9 9 3 Marilyn H. Bro w n e P l y m p t o n

1 9 9 4 John J. Kent E a s t o n

1 9 9 5 Allan To s t i A r l i n g t o n

1 9 9 6 Nelson A. Va l v e rd e West Newbury

1 9 9 7 Thomas Brady Wre n t h a m

1 9 9 8 John Tu ff y D u x b u r y

1 9 9 9 Paul Lapointe L e x i n g t o n

2 0 0 0 John Sanguinet P l y m o u t h

2 0 0 1 June Michaels R o c k p o r t

2 0 0 2 Heidi Churc h i l l E a s t o n

2 0 0 3 Charles Foskett A r l i n g t o n

2 0 0 4 Paul Ts a t s o s S o u t h w i c k
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ARTICLE I
Name

The name of this voluntary non-profit, associa-
tion shall be "Association of Town Finance
Committees," herein called the "Association."

ARTICLE II
Purposes

The purpose of the Association shall be to assist
all finance committees in their duties.  The
Association shall engage in the education of
members of finance and capital budget commit-
tees, however named, of municipalities in
Massachusetts, shall publish and distribute mate-
rials, and shall hold meetings and workshops for
its members.  It shall promote the common good
and general welfare by taking positions on state
and federal legislation relating to municipal
finances and may also do this in conjunction
with other organizations.  The Association shall
be non-partisan in its attitudes and procedures
and shall not discriminate with regard to race,
color, creed, national origin, disability, sex or age.

ARTICLE III

Governing Board

The Governing Board (the "Board) shall be made
up of twelve members as follows: four elected
officers, six directors, three past presidents.  The
officers shall consist of:  

A.  A President who shall preside at all meetings
of the Association and execute any documents
required by the bylaws or the acts of the
Association; 

B.  A First Vice President; 

C. A Second Vice President;

D. A Treasurer.

Either the First Vice President or the Second Vice
President shall assist the President and preside in
his/her absence. The Board shall meet at the call
of the President or any two members of the
Board. The President shall appoint a nominating
committee.  The Board shall request an audit of
the Treasurer's books as they deem necessary
and may make recommendations to the annual
meeting for changes in the constitution and by-
laws or work of the Association.  Each Board
member shall be at the time of his or her first
election a member of a capital or finance commit-
tee with no more than two being from the same
county and taking into account maximum geo-
graphic representation.  The President shall not
be eligible for re-election to a consecutive term.
The Board shall be elected at the Annual Meeting
for the term of one year to commence on the suc-
ceeding January 1.  They shall fill any vacancy in
their number for the unexpired term.  

Board members who are no longer serving on
their finance or capital budget committee shall
be required to resign from the Board.  However,
such resignation shall not take effect until the
end of their current term.  Past presidents may
continue to serve on the Board regardless of his
or her status as a member of a local finance or
capital planning committee.  The Board may ask
a member to step down from his or her position
due to lack of attendance at Board meetings.

The Treasurer shall furnish such bond as the
Board may require.  The Board and employees
shall be entitled to reimbursement for out-of-
pocket expenses under such policies as deter-
mined by the Board.
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ARTICLE IV
Membership and Voting

The finance committee, or the selectmen, when
acting as such, of every town in Massachusetts
shall be a member for each year in which its
town pays dues.

Capital outlay or long-range financial planning
committees, which are not subcommittees of
finance committees, shall be eligible for member-
ship on payment of separate dues.

Members of committees in good standing who
are present at any scheduled meeting shall be
entitled to one vote for each such individual.

Other persons may be elected Honorary
Members by the Board.  Honorary members
shall not vote or hold office and shall be exempt
from paying dues.

ARTICLE V
Dues

Dues for each fiscal year shall be established by
the Board at its first regular meeting following
the Annual Meeting.  The fixed amount shall be
prorated among the different municipalities
according to population categories, rounded to
the nearest dollar.  In addition, the Board shall
determine separate dues for capital committees.

Dues shall be billed July 1 in each year for the
fiscal year starting on that date.  Unless dues are
paid on, or a firm agreement has been made with
the ATFC by December 1 of each year, a town
will be suspended from membership.  The fiscal
year shall end June 30.

ARTICLE VI

Office

The Association staff shall conduct the routine
activities of the Association, and shall furnish
such administrative services as assigned by the
Board.

ARTICLE VII
Meetings

There shall be such meetings as the Board shall
determine.  Meetings of the Divisions of the
Association shall be held at such times as deter-
mined by their respective officers.  A quorum at
Board meetings shall consist of five members of
the Board.  No action shall be taken by the Board
without a quorum.  The Annual Meeting shall be
held in the fall of each year at such time and
place as determined by the Board. 

ARTICLE VIII

Nominations

In addition to the list to be submitted by the
Board, other members may be nominated for any
office upon the receipt by the Association staff at
least five days before the Annual Meeting a nom-
ination signed by individuals from three or more
member towns. 

ARTICLE IX
Amendments

This Constitution and Bylaws of the Association
may be amended by a two-thirds vote of mem-
bers present at the Annual Meeting. 
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Allan Tosti is Senior Vice President at First
Southwest Company and the chair of the
Arlington Finance Committee

Marilyn Browne, Chief, Bureau of A s s e s s i n g ,
Massachusetts Division of Local Services

Stephen E. Cirillo, Deputy Town A d m i n i s t r a t o r,
B ro o k l i n e

Sheldon S. Cohen, President, Systems Consulting
G roup, Inc., Boston

Kathleen Colleary, Esq., Tax Counsel,
Massachusetts Division of Local Services

Kevin Feeley, Partner, Collins, Loughran &
P e l o q u i n

Michael Daley, President, Financial A d v i s o r y
Associates, Inc.

Elizabeth A. Kleipas, Finance Dire c t o r, Reading

F rederick Kingsley, Chief, Municipal Data
Management and Technical Assistance Bure a u ,
Massachusetts Division of Local Services

L e o n a rd Kopelman, Esq., Partner, Kopelman and
P a i g e

M a u reen G. Valente, Town Manager, Sudbury

James E. Powers, Partner, Powers and Sullivan

CURRENT CONTRIBUTORS
A P P E N D I X
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Donald Levitan, original editor, is a former college
p ro f e s s o r. He is the author of Your Massachusetts
G o v e r n m e n t.

Catherine S. Bro m b e rg , editor, is Senior Wr i t e r
and Editor at New England Medical Center and a
f reelance writer and original editor.

Harvey Beth, Finance Dire c t o r, Bro o k l i n e

Alice Carlozzi, Finance Committee, A m h e r s t

Paul C. Casey, State Representative, Massachusetts
General Court

Jane L. Chew, Town Clerk, Burlington

E d w a rd Dlott, former Director of Municipal
Finance, BankBoston

Daniel F. Donahue, Esq., DeFazio and Donahue,
N o r t h a m p t o n

Christopher J. Dostoomian, St. John’s Pre p a t o r y
School, Danvers

Mary Ellen Norman Dunn, Business Manager,
Natick Public Schools

Kevin G. Gookin, MPA, Municipal Management
C o n s u l t a n t

Timothy Higgins, Town A d m i n i s t r a t o r, Lincoln

Melvin A. Kleckner, Town A d m i n i s t r a t o r, Belmont

Mark Levy, former member, Finance Committee,
B ro o k l i n e

Anthony T. Logalbo, Finance Dire c t o r, Concord

Anthony A. McMahon, Finance Committee,
Barnstable and Tre a s u re r, Dennis Water District 

Donna A. Madden, Assistant Tre a s u re r- C o l l e c t o r,
L i n c o l n

Jennifer Magee, former Staff A s s o c i a t e ,
Association of Town Finance Committees

R i c h a rd Mountouri, Town A d m i n i s t r a t o r, Billerica

Mark. E. Morse, Esq., President, MMA C o n s u l t i n g
G ro u p

Melinda J. Ord w a y, Senior Financial A n a l y s t ,
Massachusetts Division of Local Services

M a rc R. Pacheco, State Senator, Massachusetts
General Court

John J. Ryan, Finance Dire c t o r, Lexington

James F. Russell, CPA, former partner, A r t h u r
Anderson and Co.

Robert Spongberg, Executive Dire c t o r, ARC of
Cape Cod

Anthony Torissi, Finance Dire c t o r, A n d o v e r

John Tu ff y, Business Manager, Silver Lake RSD

Kay M. Upham, Project Manager, Massachusetts
Division of Local Services

Carl F. Valente, Town Manager, We s t o n

Robert J. Wright, Director of Analysis, Finance and
Budget and Chief Medical Examiner,
Massachusetts Department of Public Safety
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NOTICE TO ASSESSORS OF ESTIMATED CHARGES
General Laws, Chapter 59, Section 21

The following State and County Assessments, as estimated and the underestimates from the prior
year, must by used by the Assessors in determining the “Total” Amount To Be Raised By Taxation.”
Overestimates from the prior year must be listed by the Assessors as “Estimated Receipts - State.”

Column 1 Column2 Column 3
Estimates to PRIOR YEAR PRIOR YEAR
Be Raised Underestimates Overestimates To Be

To Be Raised Used As Estimated
Receipts - Sales

A. County Assessment, County Ta x :

Ch. 35, ss. 30, 31 _ _ _ _ _ _ _ _ _ _ _ _

B. STATE ASSESSMENTS AND CHARGES:

1. Retired Employees Health Insurance Ch. 32A, s. 10B _ _ _ _ _ _ _ _ _ _ _ _

2. Retired Teachers Health Insurance Ch. 32A, s. 12 _ _ _ _ _ _ _ _ _ _ _ _

3. Mosquito Control Projects Ch. 252, s. 5A _ _ _ _ _ _ _ _ _ _ _ _

4. Air Pollution Districts Ch. 111, ss. 142B,142C _ _ _ _ _ _ _ _ _ _ _ _

5. Metropolitan Area Planning Cncl.Ch. 40B, ss. 26, 29 _ _ _ _ _ _ _ _ _ _ _ _

6. Old Colony Planning Council 1967, Ch. 332 3,911 _ _ _ _ _ _ _ _ _ _ _ _

7. RMV Non-Renewal Surcharge Ch. 90; Ch. 60A _ _ _ _ _ _ _ _ _ _ _ _

Sub-Total, State Assessments _ _ _ _ _ _ _ _ _ _ _ _

C. TRANSPORTATION AUTHORITIES:

1. MBTA Ch. 161A, ss. 8-9;1974, Ch. 825, ss. 6-7 _ _ _ _ _ _ _ _ _ _ _ _

2. Boston Metro. Transit District 1929,

Ch. 383; 1954, Ch. 535     _ _ _ _ _ _ _ _ _ _ _ _

3. Regional Transit Ch. 161B, ss. 9, 10, 23; 1973, _ _ _ _ _ _ _ _ _ _ _ _

Ch. 1141

Sub-Total, Transportation Assessments _ _ _ _ _ _ _ _ _ _ _ _

D. ANNUAL CHARGES AGAINST RECEIPTS:

1. Multi-Year Repayments Program _ _ _ _ _ _ _ _ _ _ _ _

2. Special Education Ch. 71B, ss. 10, 12 _ _ _ _ _ _ _ _ _ _ _ _

3. STRAP Repayments 1983, Ch. 637, s. 32 _ _ _ _ _ _ _ _ _ _ _ _

Sub-Total, Charges against Receipts _ _ _ _ _ _ _ _ _ _ _ _

E. TOTAL ESTIMATED CHARGES, FISCAL 2003 _ _ _ _ _ _ _ _ _ _ _ _

F. NET CHARGES, FISCAL 2003     (Column 1 + Column 2 - Column 3) _____
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A

Access Local Govt. . . . . . . . . . . . . . . 14-1
Accounting. . . . . . . . . . . . . . . . . . . . Ch. 10

Basics . . . . . . . . . . . . . . . . . . . . 10-1
Fund . . . . . . . . . . . . . . . . . . . . . 10-3
GAAP . . . . . . . . . . . . . . . . . . . . 10-2
GASB . . . . . . . . . . . . . . . . . . . . 10-4
Municipal. . . . . . . . . . . . . . . . . . 10-1

Accountants, Town . . . . . . . . . . . . . . 1-5, 2-5, 2-7,10-
4
Accrual Accounting . . . . . . . . . . . . . 9-3, 10-2
Acting on Behalf of Others . . . . . . . . D-2
Advance Publication of Current 

Acts & Resolves . . . . . . . . . . . . . 4-6
Alternative Dispute Resolution . . . . . . E-1
Americans With Disabilities Act . . . . . 3-2, A-1
Annotated General Laws of Mass.. . . . 4-5
Annual Appropriations Act. . . . . . . . . 4-1
Appeals, Boards of . . . . . . . . . . . . . . 1-5
Appeals Court of Mass. . . . . . . . . . . . 4-5
Appointed Officials. . . . . . . . . . . . . . 1-4
Appropriations . . . . . . . . . . . . . . . . 2-8, 6-2, 6-10,

Ch. 2
Assessors, Boards of . . . . . . . . . . . . . 1-5
Associated Grantmakers of Mass. . . . . 3-6
Association of Town Finance

Committees (ATFC). . . . . . . . . . . 3-1, 3-2
Attorney General . . . . . . . . . . . . . . . 1-3, 4-6
Audit. . . . . . . . . . . . . . . . . . . . . . . . Ch. 10, 10-5

Committees . . . . . . . . . . . . . . . . 10-6
Products . . . . . . . . . . . . . . . . . . 10-6

Awards . . . . . . . . . . . . . . . . . . . . . . 2-1

B

Ballot Questions. . . . . . . . . . . . . . . . 6-9
Banking Relations. . . . . . . . . . . . . . . Ch. 8, 8-2
Betterments . . . . . . . . . . . . . . . . . . . 12-7
Board of Appeals . . . . . . . . . . . . . . . 1-5
Board of Selectmen. . . . . . . . . . . . . . 1-2, 1-4, 2-7

& Proposition 2 1/2 . . . . . . . . . . Ch. 6, 6-1, 6-4,
12-4
Bond Counsel . . . . . . . . . . . . . . . . . 12-2
Bond Sales. . . . . . . . . . . . . . . . . . . . 12-5
Bonding Authorizations. . . . . . . . . . . 12-7
Borrowing . . . . . . . . . . . . . . . . . . . . 6-10, Ch. 12
Bookstores, State . . . . . . . . . . . . . . . 4-6
Budgets. . . . . . . . . . . . . . . . . . . . . . Ch. 2

Accountability. . . . . . . . . . . . . . . 2-1
Analyzing. . . . . . . . . . . . . . . . . . 2-5

Appropriations . . . . . . . . . . . . . . 2-8, 2-9, 6-7, 6-
10

Calendar . . . . . . . . . . . . . . . . . . 2-5, 2-6, 4-1
Capital. . . . . . . . . . . . . . . . . . . . 3-7
Categorical. . . . . . . . . . . . . . . . . 2-8
Cycles . . . . . . . . . . . . . . . . . . . . 3-8
Document . . . . . . . . . . . . . . . . . 2-10
Format. . . . . . . . . . . . . . . . . . . . 2-8
Legal Parameters. . . . . . . . . . . . . 3-3
Off-Budget Items . . . . . . . . . . . . 2-4
Participants . . . . . . . . . . . . . . . . 2-7
Preparation . . . . . . . . . . . . . . . . 2-10
Process . . . . . . . . . . . . . . . . . . . 2-5, 4-1
Purpose of. . . . . . . . . . . . . . . . . 2-1
Steps in . . . . . . . . . . . . . . . . . . . 2-5
Turn backs. . . . . . . . . . . . . . . . . 3-7, 11-1
Wage & Salary Request . . . . . . . . 2-3
Zero-based. . . . . . . . . . . . . . . . . 3-8

Bylaws . . . . . . . . . . . . . . . . . . . . . . 1-3
Administrative . . . . . . . . . . . . . . 1-4
Personnel. . . . . . . . . . . . . . . . . . 1-4
Zoning. . . . . . . . . . . . . . . . . . . . 1-4, 1-5

C

Calendar . . . . . . . . . . . . . . . . . . . . . 2-5, 2-6, 4-1
Capital. . . . . . . . . . . . . . . . . . . . . . . 2-4, 3-7, 6-5

Budget. . . . . . . . . . . . . . . . . . . . 11-2
Improvement . . . . . . . . . . . . . . . 11-3
Planning Program . . . . . . . . . . . . 11-2
Projects . . . . . . . . . . . . . . . . . . . 11-1

Capital Improvement Planning (CIP). . Ch. 11
Capital Planning Committees . . . . . . . 3-6
Cash Flow Analysis. . . . . . . . . . . . . . 8-1
Cash Management . . . . . . . . . . . . . . 2-12, 8-1
Catalog of Federal Domestic Assistance 3-5
Categorical Budget . . . . . . . . . . . . . . 2-8
Cherry Sheets . . . . . . . . . . . . . . . . . 2-2, 4-2

Assessments . . . . . . . . . . . . . . . . 4-2
Payment . . . . . . . . . . . . . . . . . . 4-2
Receipts. . . . . . . . . . . . . . . . . . . 4-2

Collection Services . . . . . . . . . . . . . . 8-3
Collective Bargaining . . . . . . . . . . . . 2-4
Communications Device . . . . . . . . . . 2-1
Conduct Standards . . . . . . . . . . . . . . D-2
Conflict of Interest . . . . . . . . . . . . . . 3-2, D-1
Conservation Commissions . . . . . . . . 1-5
Constraints. . . . . . . . . . . . . . . . . . . . 7-3
Contingent. . . . . . . . . . . . . . . . . . . . 6-7, 6-8
Contracts . . . . . . . . . . . . . . . . . . . . . 13-3
Contributors. . . . . . . . . . . . . . . . . . . J-1
Corporate Gifts. . . . . . . . . . . . . . . . . 3-6
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Corporations . . . . . . . . . . . . . . . . . . 3-6
Costs. . . . . . . . . . . . . . . . . . . . . . . . 3-8
County Advisory Boards . . . . . . . . . . 4-3
Court Judgements. . . . . . . . . . . . . . . 2-4
Credit Rating Agencies . . . . . . . . . . . 12-2
Cumulative Tables . . . . . . . . . . . . . . 4-6
Cycles . . . . . . . . . . . . . . . . . . . . . . . 3-8

D

Debt Planning . . . . . . . . . . . . . . . . . 12-3
Departmental . . . . . . . . . . . . . . . . . . 2-3, 2-4, 2-8

Expenses . . . . . . . . . . . . . . . . . . 2-3
Capital Outlays. . . . . . . . . . . . . . 2-3
Heads . . . . . . . . . . . . . . . . . . . . 2-8
Other Expenses . . . . . . . . . . . . . 2-4
Personal Expenses . . . . . . . . . . . 2-3
Purchased Services . . . . . . . . . . . 2-3
Supplies. . . . . . . . . . . . . . . . . . . 2-3

Department of Revenue (DOR) . . . . . 2-2, 5-1
Debt Exclusion. . . . . . . . . . . . . . . . . Ch. 6, 12-4
Designated Revenues . . . . . . . . . . . . 12-3
Disability Discrimination . . . . . . . . . . Appendix A
Disbursements . . . . . . . . . . . . . . . . . 8-2
Division of Local Mandates . . . . . . . . 4-4
Division of Local Services (DLS). . . . . 12-2

E

Education Expenses . . . . . . . . . . . . . 3-7
Education Reform Act 1993 . . . . . . . . 1-4, 5-1
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